t-  ^ 


/ 


ECONOMICS 


m 


m 


LESSON  1 


0 


By 


SEDLEY  ANTHONY  CUDMORE,  B.A.  (Oxon.) 

Lecturer  in  Economics,  University  of  Toronto 


0 


THE 

SHAW  CORRESPONDENCE  SCHOOL 

TORONTO.  -  CANADA 


Copyright.  CiUiMflii.  V.n2.  by  Tlic  8lm\v  Correspondence  School. 


Digitized  by  the  Internet  Archive 

in  2007  with  funding  from 

Microsoft  Corporation 


http://www.archive.org/details/economicsOOcudmuoft 


ECONOMICS 

LESSON    I 

Fundamental  Definitions. 


N  this  materialistic  age  it  may  seem  unnecessary 
to  insist  upon  the  importance  of  the  economic 
factor  in  human  life.  Yet  the  average  man 
scarcely  realizes  how  profoundlj^  his  own  life 
and  its  circumstances  are  modified,  not  only  by 
his  individual  financial  position,  but  also  by 
the  accumulated  wealth  of  the  so-ciety  in  which 
he  lives.  His  house  may  be  lighted  by  power  generated 
at  Niagara  and  brought  to  him  over  a  transmission  sys- 
tem which  has  cost  millions  of  dollars  to  produce ;  it  may 
be  heated  by  coal  mined  hundreds  of  miles  away  and  con- 
veyed to  him  over  an  enormously  expensive  system  of 
railways  and  steamships.  But  such  stupendous  invest- 
ments of  capital  as  are  sunk  in  the  American  or  Canadian 
railway  systems  would  have  been  quite  impossible  half  a 
century  ago,  for  the  whole  wealth  of  these  countries  at 
that  time  would  have  been  insufficient  to  construct  these 
great  raihvays.  In  order  that  such  railways  should  exist 
for  the  public  service,  it  was  necessary  that  billions  of 
dollars  should  be  saved  from  the  incomes  of  citizens  of 
these  and  other  countries,  and  then  invested  in  the  build- 
ing of  railways.  If  this  money  had  not  been  saved  and 
invested,  our  modern  transportation  system  could  not 
have  existed,  and  our  householder — our  consumer — would 
have  had  to  pay  more  dearly  for  those  commodities  which 
must  be  brought  to  him  from  a  distance.  Our  producers 
in  all  lines  of  effort  would  have  been  restricted  to  the 
narrow  local  market  for  their  goods,  and,  because  of  the 
limited  number  of  consumers,  production  on  a  large  scale, 
with  its  consequent  cheapness,  would  have  been  impos- 
sible. 

Such  investments  as  these  mean  not  only  greater  cheap- 
ness of  commodities ;  they  often  involve  for  a  community 
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the  preservation  of  life  itself.  In  China,  where  there  are 
as  yet  very  few  railways,  the  people  of  a  famine-stricken 
province  die  off  by  hundreds  of  thousands  when  grain  is 
going  to  waste  within  a  hundred  miles  of  them.  In  India, 
where  under  the  British  occupation  25,000  miles  of  rail- 
way have  been  built,  corn  can  easily  be  rushed  into  a 
famine  district,  and  the  widespread  famines  which  used 
to  desolate  the  country  are  almost  a  thing  of  the  past. 

Nor  is  the  economic  advance  of  man  without  influence 
on  his  higher  life.  Compare  the  primeval  man  or  the  sav- 
age of  to-day  with  the  citizen  of  a  civilized  community. 
The  savage  lives  usually  from  hand  to  mouth,  has  no 
leisure  for  thought,  is  unable  to  turn  to  account  the 
natural  forces  which  he  sees  in  operation  around  him. 
He  is  usually  short-lived,  liable  to  attacks  of  epidemic 
disease,  ignorant  and  improvident,  almost  as  much  at  the 
mercy  of  nature  as  are  the  lower  animals.  Take  away 
his  accustomed  food,  and  he  perishes ;  restore  it,  and  he 
multiplies;  transfer  it  to  another  region,  and  he  must 
follow,  as  our  Indian  tribes  used  to  wander  after  the  herds 
of  buffalo  over  the  vast  plains  of  the  West.  In  such  a 
society  neither  art,  nor  literature,  nor  religion,  can  ever 
flourish.  These  imply  the  existence  of  individuals  who 
do  not  need  to  devote  all  their  time  to  the  mere  securing 
of  food ;  the  life  of  the  savage  is  so  precarious  that  no  one 
can  be  spared  from  that  most  necessary  work  of  ^'keeping 
the  wolf  from  the  door."  Hence  no  considerable  degree 
of  mental  development  has  been  or  can  be  attained  in  a 
primitive  community. 

A.t  a  comparatively  early  period,  however,  the  most 
enterprising  nations  found  it  possible  to  withdraw  a  num- 
ber of  their  people  from  actual  manual  labour  and  dedi- 
cate them  to  the  pursuit  of  what  we  often  call  ''the  higher 
things  of  life."  The  rest  of  the  population  became  mere 
hewers  of  wood  and  drawers  of  water  for  these  favoured 
individuals,  and  toiled  throughout  long  centuries  to  pro- 
vide its  lords  and  masters  with  the  whercAvithal  for  a 
refined  and  luxurious  existence.     Slave  labour  was  the 
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material  basis  of  the  splendid  civilizations  of  Greece  and 
Rome.  The  many  were  sacrificed  in  the  interests  of  the 
few.  Only  thus  were  those  early  civilizations  possible, 
for  the  means  of  production  were  so  primitive  and  labor- 
ious that  leisure  and  the  comforts  of  life  could  not  as  yet 
be  provided  for  the  masses  of  mankind. 

Within  the  past  century  man's  increasing  control  over 
the  forces  of  nature — his  ability  to  make  them  work  for 
him — has  enormously  increased  the  production  of  wealth 
in  civilized  countries.  The  average  money  income  of  the 
English  family  of  five  persons  is  now  $1,000  per  annum 
as  against  $375  in  1820,  and  owing  to  the  greater  cheap- 
ness of  commodities,  this  $1,000  will  purchase  nearly  as 
much  as  $2,000  would  have  purchased  in  1820.  In  a  word, 
the  average  English  family  is  from  four  to  five  times  as 
well  off  as  it  was  a  century  ago.  Its  income  has  from  four 
to  five  times  the  former  purchasing  power.  (See  Mar- 
shall's Principles  of  Economics,  5th  edition,  page  751, 
note.).  This  fact  is  of  tremendous  significance.  It  means 
that  we  have  reason  to  hope  that  in  the  course  of  time 
an  ever-increasing  portion  of  our  people  will  be  released 
from  the  drudgery  of  mechanical  manual  labour  and  will 
be  able  to  devote  a  large  part  of  their  time  to  public 
affairs,  literature,  art,  science  and  religion.  The  utiliza- 
tion of  the  elements  in  the  service  of  man  is  giving  us 
the  necessary  economic  basis  for  a  real  democracy  in 
which  all  the  citizens  will  be  men  of  education  and  cul- 
ture. 

The  Problem  of  Poverty. 

We  are  still  far  from  attaining  this  ideal  state  of  affairs. 
Even  in  such  a  w^ealthy  country  as  England  a  large  por- 
tion of  the  population  does  not  possess  a  sufficient  income 
for  a  decent  existence.  Booth's  exhaustive  and  scientific 
enquiry  into  the  "Labour  and  Life  of  the  People"  showed 
that  32% — practically  a  third — of  the  whole  population 
of  London  lived  in  a  state  of  poverty  "incompatible  not 
only  with   the  elementary  conditions  of  civilization  and 
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citizenship,  but  with  physical  health  or  industrial  effi- 
ciency." The  greatest  of  the  social  problems  which  con- 
front England  to-day  is  how  to  raise  these  people  from 
the  degradation  and  pauperism  into  which  they  have 
sunk,  and  make  them  efficient  and  industrious  producers, 
self-supporting  and  decent  citizens.  Hundreds  of  scien- 
tific economists,  thousands  of  disinterested  social  workers, 
are  giving  their  time  and  attention  to  the  solution  of  this 
problem,  and  the  mass  of  ignorance  and  vice  is  gradually 
being  diminished.  But  not  so  quickly  as  one  would  wish, 
for  the  difficulties  are  many  and  formidable. 

''The  destruction  of  the  poor,"  we  are  told,  "is  their 
poverty."  The  poor  man  is  unable  to  educate  his  chil- 
dren, and  therefore  they  remain  at  the  bottom  of  the 
social  scale.  They  are  sent  into  the  factories  or  put  to 
work  on  the  farm  before  they  have  passed  the  entrance 
examination,  and  often  before  they  have  attained  the  age 
of  fourteen.  Always,  of  course,  a  few  of  the  abler  and 
stronger-willed  triumph  over  their  handicaps,  educate 
themselves  and  finally  attain  distinction.  That  has  al- 
ways been  the  t^ase  and  always  will  be.  But  the  average 
boy,  when  placed  in  such  a  situation,  accepts  it  and  re- 
mains throughout  life  in  the  position  of  an  unskilled 
laborer,  whose  work  is  worst  paid  and  most  precarious, 
since  the  supply  of  such  labour  is  nearly  always  in  excess 
of  the  demand.  A  poor  education,  then,  makes  an  ineffi- 
cient producer;  that  inefficient  producer  is  poorly  paid, 
and  consequently  his  children  also  have  very  limited 
opportunities  of  education.  They  in  turn  become  ineffi- 
cient producers,  receiving  low  wages,  and  thus  poverty 
is  perpetuated  from  one  generation  to  another. 

The  only  satisfactory  way  to  deal  with  this  terrible 
problem  of  poverty  is  for  a  nation  to  do  everything  in  its 
power  to  bring  all  its  citizens  to  the  highest  degree  of 
productive  efficiency  by  giving  them  all  possible  educa- 
tional advantages,  especially  along  the  lines  of  scientific, 
agricultural  and  technical  and  business  trainiug.  This 
is  now  widely  recognized  both  by  governments  and  iudi- 
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viduals.  Such  institutions  as  the  Ontario  Agricultural 
College  and  the  Toronto  Technical  S-chool  far  more  than 
repay  the  comparatively  small  cost  of  their  maintenance. 
Besides  their  direct  influence  on  their  graduates,  they  also 
influence  indirectly  all  with  whom  these  come  into  con- 
tact, creating  better  standards  of  farming  and  of  work- 
manship. These  standards  are  in  time  accepted  through- 
out the  country,  whose  wealth  is  thus  enormously  in- 
creased. 

To  sum  up,  then,  wealth  is  exceedingly  important  to  a 
nation  as  to  an  individual.  With  wealth  as  a  general 
thing  are  associated  civilization,  knowledge  and  even 
virtue ;  with  poverty,  barbarism,  ignorance  and  vice. 
The  great  Greek  Philosopher,  Aristotle,  said  that  a  cer- 
tain amount  of  external  goods  was  necessary  to  the  de- 
velopment of  virtue.  This  opinion  has  its  modern  echo 
in  the  question  so  often  heard  in  the  England  of  to-day, 
"Can  a  man  be  a  Christian  on  £1  a  week?" 

The  Science  of  Wealth. 

Political  economy  is  the  science  of  wealth  and  treats  of 
how  wealth  is  produced  or  may  best  be  produced  by  man, 
and  how  it  is  or  ought  to  be  distributed  among  the  vari- 
ous classes  who  contribute  to  its  production,  and  finally 
how  it  is  or  ought  to  be  consumed.  It  may  also  be  defined 
as  the  science  of  man  regarded  purely  in  his  economic 
function  as  a  producer,  distributor  and  consumer  of 
wealth.     It  is  thus  a  part  of  the  study  of  man. 

Now  the  real  man  as  we  know  him  is  never  purely  a  pro- 
ducer, distributor  and  consumer  of  wealth.  He  has  usually 
religious  or  political  feelings,  artistic?,  literary  or  possibly 
military  ideals  to  which  he  is  at  times  ready  to  sacrifice 
all  his  economic  interests.  He  does  not  always  act  as  he 
would  if  he  were  simply  and  solely  a  money-getting 
machine.  So  that  the  conclusions  reached  by  the  political 
economist  as  to  the  probable  action  of  men  under  certain 
circumstances  are  always  liable  to  be  overturned  Avhen 
brought  to  the  test  of  fact.     In  the  Dominion  elections  of 
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1911,  many  people  voted  against  reciprocity    on    other 
than  economic  grounds. 

The  average  man,  then,  is  not  simply  and  solely  a 
money-making  animal,  but  he  does  tend  to  be  such  in  his 
business  relations  .  He  is  "not  in  business  for  his  health," 
he  is  in  business  to  make  money,  and  good  business  men, 
when  they  are  philanthropists,  prefer  to  keep  their  busi- 
ness separate  from  their  philanthropy.  The  sure  way  to 
bankruptcy,  they  tell  us,  is  to  mix  business  with  charity. 
They  would  rather  pension  off  an  aged  employe  who  had 
served  them  in  the  past  than  keep  him  on  at  work  in  a 
position  where  he  could  not  earn  his  pay  and  was  all  the 
time  making  mistakes.  The  business  man,  then,  in  so  far 
as  he  is  simply  a  business  man,  aims  at  making  the  largest 
possible  profits  on  his  aggregate  trade.  If  he  sells  some 
things  at  a  small  profit  or  at  no  profit  at  all,  it  is  because 
he  expects  by  this  means  to  increase  his  trade,  widen  his 
circle  of  customers,  and  secure  a  larger  total  profit. 

The  so-called  ' '  soulless  corporation, ' '  which  is  now  con- 
trolling most  of  the  larger  business  enterprises  through- 
out the  civilized  world,  is  even  less  likely  than  the  aver- 
age business  man  to  be  influenced  in  its  actions  by  non- 
economic  motives.  Its  aim  is  simply  and  solely  to  make 
money  for  its  shareholders;  its  officials  are  the  paid  ser- 
vants of  the  shareholders,  and  have  no  right  whatever  to 
grant  specially  favorable  treatment  to  their  personal 
friends  at  the  expense  of  their  shareholders.  Take  as  an 
example  two  wholesale  houses,  one  owned  and  managed 
by  a  single  merchant,  the  other  owned  by  a  joint  stock 
company  and  managed  by  a  paid  employee  of  the  com- 
pany. Then  suppose  a  third  man,  well  known  to  both 
the  owner  of  the  first  store  and  the  manager  of  the  second, 
approaches  both  these  men  to  ask  for  credit  for  his  retail 
store.  The  first  merchant,  owning  his  own  business,  may 
feel  that  he  can  afford  to  oblige  an  old  friend,  even  if  the 
security  for  repayment  appears  to  him  insufficient;  the 
loss,  if  loss  is  incurred,  will  fall  on  himself  alone,  and  no 
one  else  has  the  right  to  call  him  to  account.     The  mere 
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manager,  on  the  other  hand,  cannot  afford  to  take  any 
chances ;  he  is  paid  to  look  after  the  interests  of  his  share- 
holders, and  every  business  act  of  his  should  be  able  to 
stand  their  closest  scrutiny.  If  he  neglects  the  interests 
of  his  employers — the  shareholders — in  order  to  serve  his 
friends,  he  betrays  the  confidence  reposed  in  him,  and 
deserves  to  be  summarily  dismissed.  This  rule  of  conduct 
is  now  being  more  and  more  stringently  observed,  so  that 
modern  business  is  transacted  in  much  more  strictly  eco- 
nomic fashion  than  that  of  former  times. 

The  Meaning  of  Wealth. 

Political  Economy  is,  we  have  said,  the  science  of 
wealth.  Now  what  do  we  mean  by  'wealth?"  Wealth 
is  all  that  which  has  value  in  exchange.  The  economist 
is  not  concerned  with  all  valuable  things  or  with  all  use 
ful  things,  but  only  with  commodities  which,  owing  to  a 
limitation  in  their  quantity  or  a  difficulty  in  their  attain- 
ment, have  a  value  in  exchange  which  can  be  measured 
by  price.  Such  commodities  as  water,  since  they  exist  in 
such  abundance  that  all  men  may,  under  ordinary  circum- 
stances, have  all  they  want  for  nothing,  have  practically 
no  value  in  exchange,  though  they  have  a  value  in  use. 
Anything  which  possesses  value  in  use  may,  under  cer- 
tain circumstances,  have  a  value  in  exchange.  Water 
may  be  so  scarce  in  the  Sahara  desert  or  air  in  a  sub- 
marine boat  that  people  would  be  willing  to  pay  very 
highly  for  it. 

Wealth  may  be  either  matei'ial  or  immaterial.  Material 
wealth  includes  not  only  houses,  lands  and  furniture,  but 
also  shares  and  mortgages — since  these  represent  a  part 
ownership  of  property.  For  instance,  a  $100  share  in  a 
('anadian  chartered  bank  with  a  capital  of  $1,000,000 
represents  one  ten-thousandth  part  of  all  the  real  estate, 
etc.,  in  the  possession  of  the  bank.  An  example  of  im- 
material wealth  may  be  found  in  the  sale  of  the  goodwill 
of  a  business  or  of  a  doctor's  practice,  which,  although 
quite  intangible,  have  often  a  very  considerable  value  in 
exchange. 
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Besides  these  two  kinds  of  wealth,  we  have  also  what 
is  known  as  quasi-wealth.  By  this,  we  mean  the  untrans- 
ferable skill  of  the  workman  or  the  professional  man, — 
capacity  residing  in  a  living  person  and  arising  from  the 
fact  that  his  proficiency  in  some  line  of  effort  enables  him 
to  produce  values  in  exchange  which  other  men  cannot 
produce.  This  (luasi-wealth  may  be  described  as  the 
capitalized  value  of  the  skill  of  the  workman  or  of  the 
professional  man.  It  cannot  be  transferred,  but  its  kin- 
ship to  wealth  is  established  by  the  fact  that  its  products 
— its  results — are  transferable.  One  man,  we  will  say, 
reaches  the  age  of  twenty-one  an  unskilled  laborer — 
having  had  no  special  training  in  any  useful  line  of  activ- 
ity ;  another  man,  at  the  same  age,  has  a  thoroughly  good 
business  training  or  a  university  degree.  The  first  may 
be  worth  to  his  employer  $500  a  year;  the  second  $1,200. 
No  one  would  doubt  that  the  second  man  is,  on  the  whole, 
wealthier  than  his  neighbor,  even  if  he  had  not  a  cent 
to  his  credit  on  his  twenty-first  birthday,  while  his  rival 
had  some  hundreds  or  even  a  thousand  dollais  in  the 
savings  bank.  The  first  man  had  put  his  $1,000  out  at 
interest  and  drew  3%  on  it ;  the  second  had  invested  it 
in  developing  his  brains,  recognizing  the  fact  that  brains 
pay  a  higher  dividend  than  3%.  The  skilled  farmers  who 
are  now  flocking  in  such  numbers  into  our  Northwest 
would  be  a  great  asset  to  the  country  even  if  they  did 
not  bring  a  cent  of  money  with  them.  Their  scientific 
training  and  skill,  though  not  themselves  w"ealthj;,3i:£_in 
the  highest  degree  productive  of  wealth,  and  thus  they 
make  the  country  richer. 

Value  and  Price. 

Value  is  a  word  derived  from  the  Latin  verb  valere, 
to  be  strong  or  powerful.  When  w^e  say,  therefore,  that 
wealth  is  all  that  wiiich  has  value  in  exchange,  we  really 
mean  all  that  which  has  power  in  exchange — the  things 
a  person  possesses  that  are  desired  by  other  people,  who 
are  consequently  willing  to  give  him  the  things  he  desires 
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in  return  for  them.  The  value  of  one  thing  in  terms  of 
another  at  any  place  and  time,  is  the  amount  of  the  second 
thing  which  can  be  got  there  and  then  in  exchange  for 
the  first.  We  might  say,  for  example,  that  two  cows  are 
worth  one  horse,  if  we  can  get  a  horse  in  exchange  for 
them.  The  difficulty  about  an  assertion  like  this  is  that 
one  horse  is  different  from  another;  and  whereas  a  cer- 
tain horse  might  be  worth  only  one  cow,  a  certain  other 
horse  might  be  worth  ten  cows.  And  so  too  with  the 
COWS;  one  cow  might  be  more  valuable  and  another  less 
valuable  than  the  average,  and  so  it  might  be  worth  more 
or  less  than  half  a  horse.  And,  further,  it  may  be  that 
though  I  have  two  cows  to  dispose  of,  a  horse  may  be  of 
no  use  to  me.  What  I  need  is  to  be  able  to  exchange  my 
cows  for  something  of  invariable  (luality  and  great  desira- 
bility which  I  shall  be  able  to  exchange  for  anything  that 
I  may  happen  to  want.  This  something  which  is  invari- 
able in  quality  and  in  exchange  for  which  I  can  obtain 
anything  I  wish,  is  usually  called  money,  or  the  medium 
of  exchange.  Suppose  1  have  a  horse  and  want  sheep 
in  exchange  for  it,  i  do  not  have  to  go  hunting  around  for 
a  man  who  has  sheep  which  he  desires  to  exchange  for  a 
horse.  That  might  cause  a  great  waste  of  time.  I  simply 
sell  my  horse  to  the  first  man  1  meet  who  is  ready  to  give 
me  a  fair  money  ecjuivalent  for  it,  and  then  use  the  money 
to  buy  sheep  from  the  first  man  who  offers  them  for  sale 
on  terms  that  suit  me.  The  money  1  got  for  the  horse  has 
been  the  medium  of  exchange  which  allowed  me  to  secure 
the  sheep  or  whatever  else  1  needed. 

The  value  of  a  commodity  as  expressed  in  terms  of 
money  is  called  its  price.  Money  is  used  to-day  in  pmc- 
tically  all  the  countries  of  the  world  as  a  medium  of 
exchange,  because  it  saves  time,  as  compared  with  the 
old  process  of  exchangeing  directly  the  commodity  one 
had  for  the  commodity  one  wanted.  This  older  process 
was  known  as  barter.  To-day  money  is  used  almost 
everywhere  and  the  money  that  is  used  is  nearly  always 
either  gold  or,  like  our  Dominion  notes  or  silver,  repre- 
sentative of  gold.     Now  pure  gold  is  a  chemical  element. 
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and  therefore  a  certain  quantity  of  gold  is  always  Avorth 
precisely  the  same  as  any  other  equal  quantity  of  gold. 
Thus  by  using  gold  we  get  over  the  difficulty  of  the  vary- 
ing usefulness  of  different  cows  and  horses. 

Value  depends  partly  on  usefulness,  partly  on  scarcity, 
Usefulness  or  utility  w^ill  not  in  itself  make  an  article 
valuable,  for  no  one  will  pay  for  what  is  so  abundant  that 
he  can  get  it  for  nothing.  Scarcity  alone  will  not  make 
an  article  valuable,  for  no  one  will  pay  for  an  article 
which  is  of  no  use  to  him.  Along  with  usefulness  and 
scarcity  an  article  must  of  course  possess  transferability 
to  be  valuable  in  exchange. 

Utility  or  usefulness  is  an  important  word  which  is 
liable  to  be  misunderstood  by  the  beginner.  He  must 
remember  that  the  economist  can  make  no  attempt  to 
distinguish  between  the  useful  and  the  ornamental.  AH 
that  man  desires  for  any  purpose  has,  from  the  economic 
point  of  view,  utility,  though  it  be  a  postage  stamp  col- 
lection, a  picture  gallery,  or  an  automobile.  All  that  a 
man  desires  has  for  that  man  utility.  It  has  utility  from 
the  point  of  view  of  the  economist  who  is  watching  that 
man's  actions. 

The  value  of  a  crop,  however,  does  not  depend  only  on 
its  utility.  Suppose  that  in  1910  there  was  a  scanty 
wheat  crop  and  wheat  w^as  consequently  sold  at  $1.00  a 
bushel,  while  in  1911  an  abundant  wheat  crop  brought 
down  the  price  of  wheat  to  75  cents.  Now  a  bushel  of 
wheat  in  1911  has  just  the  same  utility  for  the  support  of 
human  life  as  in  1910.  Why  then  should  it  be  cheaper? 
Simpl}?-  because  there  is  so  much  wheat  on  the  market  that 
the  buyers  feel  that  they  can  readily  obtain,  at  a  Ioav 
price,  all  the  wheat  they  w^ant,  while  the  sellers  are  forced 
to  dispose  of  their  wheat  in  order  to  purchase  the  other 
commodities  of  which  they  have  need.  In  years  of  abun- 
dance the  whole  country  is  like  a  small  boy  at  a  fair,  who 
has  almost  satisfied  his  desire  for  food  and  will  not  now 
pay  nearly  so  much  for  additional  food  as  he  would  have 
paid  for  precisely  the  same  eatables  when  he  was  hungry. 
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Law  of  Diminishing  Utility,  Consumer's  Surplus. 

This  example  brings  us  face  to  face  with  one  of  the 
greatest  laws  of  economics  and  of  human  nature.  It  is 
known  as  the  law  of  diminishing  utility,  and  may  be 
briefly  stated  as  follows: — the  value  of  any  additional 
quantity  of  an  article  to  a  consumer  decreases  with  every 
increase  in  the  stock  of  that  commodity  he  already  has. 
For  only  a  certain  amount  of  any  commodity  will  a  man 
pay  the  market  price.  Beyond  this  limit  he  will  buy  only 
at  what  he  considers  bargain  prices.  The  last  amount 
for  which  he  will  give  the  market  price  of  the  moment 
is  called  his  marginal  purchase,  and  the  utility  of  this 
marginal  purchase  to  him  is  described  as  the  marginal 
utility. 

Suppose  a  small  boy  is  on  a  train  and  arrives  at  a  rail- 
way station  wdiere  there  is  only  one  seller  of  food.  The 
caterer  notices  the  boy's  eyes  fixed  greedily  on  the  ham 
sandwiches.  The  youngster  asks  the  price  of  a  sandwich 
and  is  told  '^25  cents."  He  protests  that  this  is  robbery, 
but  the  seller  is  inexorable,  and  at  last  he  pays  the  25 
cents  for  the  first  sandwich.  This  takes  the  edge  off  his 
appetite,  and  when  the  caterer  asks  him  if  he  wants  an- 
other sandwich  at  the  same  price,  he  will  refuse.  How- 
ever, if  the  caterer  brings  the  price  down  to  20  cents,  he 
may  buy.  Similarly,  he  may  be  Avilling  to  pay  15  cents 
for  a  third,  10  cents  for  a  fourth,  and  5  cents  for  a  fifth 
sandwich,  but  may  decline  to  pay  even  5  cents  for  a  sixth. 
The  first  sandwich  is  his  marginal  purchase  when  the 
price  is  25  cents,  the  second  when  it  is  20  cents,  and  so  on 
down  to  the  fifth  sandwich,  which  is  the  marginal  pur- 
chase when  the  price  is  5  cents.  The  utility  of  each  suc- 
cessive sandwich  to  the  boy  is  measured  by  the  price 
wiiich  he  is  willing  to  pay  for  it. 

Now  in  actual  fact  this  scene  is  rather  unlikely  to  have 
occurred.  The  sandwiches  were  probably  on  the  lunch 
counter  plainly  marked  ''5  cents  each,"  and  the  boy  paid 
5  cents  for  his  first  sandwich  just  as  he  paid  5  cents  for 
his  fifth.     He  would  decline  to  pay  5  cents  for  a  sixth, 
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just  as  he  did  in  our  hypothetical  case-  That  is,  the  pur- 
chase of  the  fifth  for  5  cents  would  still  be  the  marginal 
purchase.  Thus  he  got  5  sandwiches  for  5x5  cents, 
instead  of  for  25+20+15+10-1-5,  or  75  cents.  In  other 
words,  he  got  out  of  his  sandwiches  for  which  he  actually 
paid  25  cents  enjoyment  for  which  he  Avould  have  been 
willing  to  pay  75  cents  .  That  is,  the  total  utility  of  the 
sandwiches  to  the  boy  is  measured  by  75  cents.  The  dif- 
ference of  50  cents  is  what  Marshall  calls  consumer's  sur- 
plus— the  difference  between  what  the  consumer  would 
have  been  willing  to  pay  for  the  various  unit  quantities 
of  the  commodities  consumed  and  the  amount  which  he 
actually  did  pay  for  them  at  their  market  j^riee.  One  ci^n 
easily  prove  by  reference  to  one's  own  expei'ience  as  a 
purchaser  the  existence  of  a  consumer's  surplus. 

Haw  Demand  is  Regulated. 

Statisticians  are  fond  of  reckoning  the  total  amount  of 
a  certain  connnodity  consumed  in  Canada,  and  then 
dividing  that  total  by  the  number  of  the  people  in  the 
country,  thus  finding  out  how  much  tea  or  sugar  or  bread 
the  average  Canadian  consumes.  Suppose  that  we  begin 
our  calculation  of  demand  with  this  average  Canadian 
and  say  that  he  will  consume  1  pound  of  tea  a  year 
when  the  price  of  tea  is  $2  a  pound,  2  pounds  if  he  can 
get  it  for  $1.50  a  pound,  4  pounds  if  he  can  get  it  for  $1.00 
a  pound,  and,  say,  10  pounds  if  he  can  get  it  for  50  cents 
a  pound.  In  other  words,  if  the  market  price  of  tea  were 
50  cents,  he  would  be  willing  to  buy  10  pounds,  but  he 
would  not  pay  50  cents  for  the  eleventh  pound,  because, 
owing  to  the  law  of  diminishing  utility,  the  amount  of 
pleasure  given  him  by  that  eleventh  pound  of  tea  would 
not  be  worth  to  him  50  cents. 

We  have  assumed  that  this  man  is  an  average  Cana- 
dian. Then,  if  the  population  is  8,000,000,  the  amount  of 
tea  sold  in  Canada  Avill  be  8,000,000  pounds  if  the  price 
is  $2  a  pound,  16,000,000  if  the  price  is  $1.50,  32,000,OCO 
if  $1,  80,000,000  if  the  price  is  50  cents.     Assuming  that 
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at  the  different  prices  the  demand*  for  tea  is  as  Ave  have 
indicated,  we  noti-ce  that  as  price  decreases  the  demand 
for  tea  increases ;  or,  in  other  words,  the  larger  the  amount 
of  tea  or  any  other  commodity  which  has  to  be  sold  in 
Canada  in  a  given  time,  the  lower  will  the  price  have  to 
be  in  order  that  it  may  be  disposed  of.  A  merchant  over- 
stocked with  fruit  on  Saturday  night,  often  sells  at  a 
considerable  loss  for  fear  that  at  ordinary  prices  much 
of  his  fruit  would  be  left  on  his  hands  and  would  be  a 
total  loss.  On  such  occasions  there  is  no  limit  to  the  price 
to  which  the  article  may  drop,  only  temporarily,  of  course, 
since  on  the  whole  of  his  sales  during  the  year  the  average 
fruiterer  must  make  enough  to  live,  else  he  would  not 
remain  in  the  business.  But  though  prices  vary  greatly 
on  such  perishable  commodities  as  fruit,  the  variation  is 
comparatively  little  on  more  stable  articles.  When  the 
market  for  these  is  glutted  and  the  sellers  cannot  realize 
a  fair  price  for  them,  they  simply  store  them  and  wait 
until  the  market  absorbs  the  surplus  goods  and  recovers 
its  equilibrium.  Sometimes,  however,  the  seller  needs  the 
money  he  has  locked  up  in  his  goods,  and  has  to  sacrifice 
them  at  an  excessively  low  figure. 

So  much,  then,  for  the  demand  side — the  side  of  the 
consumer — in  the  market.  Now  let  us  look  briefly  at  the 
supply  side — that  of  the  producer. 

How  Supply  is  Regulated. 

When  a  man  produces,  he  is  producing  utilities,  not 
matter — that  is,  he  is  making  things  more  useful  to  num- 
kind  than  they  were  before,  as  in  the  case  of  a  tree  turned 
into  tables  and  chairs,  et-c.  In  return  for  the  labour  in- 
volved in  doing  this,  he  must  receive  at  least  his  cost  of 
production,  not  necessarily  on  every  article  he  makes,  but 

*The  demand  mentioned  here  is  what  the  economist  sometimes 
calls  efficient  demand — that  is  demand  backed  by  the  wherewithal 
in  money  or  goods  to  exchange  for  the  goods  desired,  A  person's 
niere  desire  for  an  article  cannot  have  any  effect  on  the  market 
for  that  article  unless  he  has  the  money  to  pay  for  it. 
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on  liis  wliole  product.  If  producers  of  that  particular 
cominodity  are  scarce  and  at  the  same  time  there  is  a 
great  demand  for  it,  he  will  probably  receive  a  great  deal 
more  than  his  cost  of  production.  This  was  the  case  with 
the  bicycle  makers  about  fifteen  years  ago  and  with  the 
automobile  makers  a  year  or  two  ago.  But  this  leads  pro- 
ducers in  other  lines  to  give  up  their  trades  and  go  into 
this;  the  final  result  is  that  production  in  this  line  expands 
to  meet  the  demand  and  profits  decline.  If,  on  the  other 
hand,  producers  of  the  commodity  are  many  in  number 
and  demand  for  it  is  at  a  low  ebb,  the  producer's  reward 
tends  to  go  even  below  his  cost  of  production.  Then  some 
of  the  producers  go  into  other  work,  the  (piantity  of  the 
commodity  produced  decreases,  and  consecjuently  the 
producers  are  once  more  able  to  get  a  price  equal  to  or 
greater  than  the  cost  of  production. 

It  is,  indeed,  a  commonplace  of  political  economy  that 
profits  in  all  trades  tend  to  a  uniform  level  for  men  of 
about  the  same  grade  of  ability,  because  men  are  always 
looking  out  for  an  opportunity  of  going  into  a  highly 
remunerative  occupation,  such  as  auto-building,  and  any 
occupation  which  pays  unusually  high  profits  will  proba- 
bly attract  so  many  other  producers  that  in  course  of  time 
the  market  will  be  over-stocked  in  a  highly  skilled  trade. 
However,  the  first  producers  will  for  some  time  have  a 
practical  monopoly  of  the  production,  because  it  will  take 
other  producers  years  of  effort  to  get  a  large  body  of 
trained  men  working  harmoniously  together  to  produce 
their  wares.  It  will  take  years  of  advertising  to  build 
up  a  reputation  for  the  new-comers'  goods  in  opposition 
to  the  established  reputation  of  the  old.  Thus  the  first 
men  in  the  field  have,  in  all  probability,  .amassed  a  fortune 
during  the  period  when  they  were  the  only  producers. 
The  makers  of  important  patented  articles  are  in  a  some- 
what similar  position.  They  are  monopolists  who  can 
charge  what  they  please  for  their  products,  but  will  cer- 
tainly not  charge  so  much  as  to  discourage  people  from 
buying  them. 
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Price  Decided  by  Supply  and  Demand. 

The  market  price  of  an  article  is  decided  by  the  e(iuili- 
brium  between  supply  and  demand.  It  must  approximate 
to  the  figure  at  which  the  demand  of  the  consumer  is 
sufficient  to  absorb  all  of  the  product.  On  the  other  hand, 
market  price  tends  to  react  upon  supply  and  demand. 
The  most  ordinary  instance  of  this  is  when  farmers  give 
up  producing  a  certain  crop  which  has  been  selling  at 
unremunerative  prices.  This  commonly  causes  a  scarcity 
of  that  particular  crop,  with  higher  prices,  and  it  is  said 
that  farmers  of  greater  than  ordinary  slirewdness  will 
often  continue  to  plant  that  crop  in  the  expectation  of 
this  result. 

N.B. — The  next  lesson  will  deal  with  production.  In 
order  that  they  may  be  able  to  understand  it,  students 
are  particularly  requested  to  make  themselves  thoroughly 
familiar  with  the  economic  terms  used  above.  While  the 
lessons  are  complete  in  themselves,  students  may  for  sup- 
plementary reading,  refer  to  Seligman's  Principles  of 
Economics,  part  1,  chap.  1,  and  part  3,  chap.  1 ;  to  Mar- 
shall's  Economics  of  Industry,  book  1,  chap.  1,  and  book 
2;  also  to  Gide's  Principles  of  Political  Economy,  book  2. 
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EXAMINATION  QUESTIONS 

ECONOMICS. 

LESSON  I 
Directions  to  Students. 

Under  the  heading  ''Examination  Questions' 
of  test  (juestions  which  are  to  be  fully  answered  and  sent 
in  to  our  Instruction  Department  for  correction  and  criti- 
cism. You  are  requested  not  to  answer  these  questions 
until  you  have  thoroughly  mastered  the  contents  of  the 
lessons  on  which  they  are  given. 

After  mastering  the  contents  of  the  lesson  and  study- 
ing each  question  thoroughly,  wT^ite  out  your  answers  to 
all  the  questions  as  far  as  possible  without  referring  to 
the  subject  matter  of  the  lesson.  In  fact,  we  would 
strongly  advise  you  under  no  circumstances  to  refer  to  the 
subject  of  the  lesson  when  once  you  have  set  about  to 
write  your  answers. 

You  will  find  it  a  good  plan  after  you  have  written  out 
your  answers  to  check  over  your  work  in  order  to  detect 
any  errors,  then  re-write  your  answers,  using  pen  and 
ink,  and  being  very  careful  of  your  penmanship,  spelling 
and  composition. 

Prepare  i^aper  for  sending  in  as  follows :  Leave  a  mar- 
gin of  one  inch  at  left  edge  of  paper,  rule  a  vertical  line 
for  this  margin  in  red  ink.  Number  your  questions  con- 
secutively in  this  margin.  Leave  two  lines  blank  after 
each  solution.  Write  on  one  side  of  the  paper  only,  num- 
bering each  page  at  the  top  in  the  right  hand  corner.  In 
the  left  hand  corner  of  the  first  page  place  your  name, 
address  and  class  letter  and  number,  and  in  the  centre  of 
the  page  begin  your  lesson  as  follows : 

Answers  to  Examination  Questions. 

Economics. 

Lesson  1. 

FOLLOW  THIS  PLAN  IN  ALL  SUBSEQUENT  LES- 
SONS. 
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1.  What  purpose  does  our  transportation  system  serve 

in  modern  times? 

2.  What  would  you  consider  the  main  points  of  differ- 

ence between  the  savage  and  the  civilized  man? 

3.  What  reasons  have  we  for  lioping  that  the  comforts 

and  the  wealth  of  the  masses  of  humanity  w411  be 
increased  as  time  goes  on? 

4.  How  are  the  nations  of  to-day  attempting  to  better 

the  condition  of  their  poorer  classes? 

5.  How  far  is  the  average  man  a  "money-making  ani- 

mal" an  ''economic  man"?  Is  he  tending  to  be- 
come more  so?     Why? 

6.  What  is  wealth?     Would  you  say  that  friendships 

are  wealth?     Discuss. 

7.  What  is  meant  by  quasi-wealth  ? 

8.  How  does  the  use  of  money  facilitate  the  process  of 

exchange  ? 

9.  On  what  two  things  does  value   depend?     Are  the 

Socialists  wrong  in  saying  that  the  value  of  an 
article  always  depends  upon  tlie  amount  of  labour 
it  took  to  make  it? 

10.  What  do  we  mean  by  diminishing  utility  and  con- 
sumer's surplus?  Illustrate  from  your  own  ex- 
perience. 

n.  What  do  we  mean  by  market  price,  and  how  is  it 
decided? 

12.  Explain  the  terms  supply  and  demand  in  their  eco- 
nomic significance. 
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LESSON    II 

Production 


WE  have  already  defined  Political  Economy  as  the 
science  of  the  production,  distribution  and  con- 
sumption of  wealth.  It  has,  therefore,  three 
great  departments.  Of  these  three,  production 
is  naturally  the  first  to  be  considered.  In  point 
of  time,  at  least,  it  must  precede  distribution 
and  consumption. 
Production  may  be  defined  as  the  creation  by  mankind  of 
values  or  utilities  (those  utilities  which  are  created  by  man 
are  limited  in  quantity,  and  thus  always  possess  value). 
These  values  or  utilities  may  be  created  in  a  number  of 
different  ways. 

In  the  first  place,  production  may  consist  of  a  re-arrange- 
ment of  particles  of  matter,  resulting  in  the  creation  of  what 
some  economists  call  form-utilities.  This  kind  of  produc- 
tion takes  place  in  the  case  of  agricultural  products,  where 
the  particles  of  matter  which  were  useless  to  man  as  long  as 
they  remained  in  the  soil,  become  useful  to  him  when  they 
are  transformed  into  plant  tissue  and  are  thus  rendered 
available  for  food.  So,  too,  a  form-utility  is  created  when 
useless  ore  is  changed  into  useful  metal  by  smelting. 

Secondly,  production  may  consist  of  a  transfering  of 
matter  from  place  to  place,  or  what  we  may  call  the  creation  of 
place  utilities.  An  instance  of  this  is  found  in  the  trans- 
portation from  the  Niagara  Peninsula  to  Toronto  and  other 
cities  of  surplus  fruit  which  would  otherwise  rot  uselessly 
upon  the  ground.  The  creation  of  place-utilities  occurs 
whenever  farm  produce  is  increased  in  value  by  transporta- 
tion to  the  cities,  or  whenever  manufactured  articles  are  in- 
creased in  value  by  transportation  from  the  city  to  the  farm. 
All  our  transportation  agencies,  railway  companies,  street 
car  companies,  express  companies,  etc.,  are  engaged  in  the 
creation  of  place-utilities.     These  companies  employ  a  con- 
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siderable  portion  of  the  working  population  of  the  country, 
and  these  workers  are  Just  as  much  producers  as  are  the 
agriculturists  who  actually  raise  the  fruit  or  other  products 
on  their  farms. 

Next,  production  may  take  the  shape  of  the  creation  of 
time-utilities.  These  come  into  existence  whenever  some 
perishable  article  which  is  of  little  or  no  value  at  some  times 
in  the  year  is  artificially  stored  away  and  preserved  until  it 
becomes  scarce  and  in  much  demand,  and  consequently 
acquires  a  high  value.  The  most  familiar  instance  of  this  is 
the  case  of  the  ice-harvest.  The  ice  is  cut  when  it  possesses 
little  or  no  value,  preserved  artificially,  and  sold  at  a  time 
of  year  when  it  is  scarce  and  possesses  great  utility  and  con- 
sequently considerable  value.  The  cold  storage  plants  for 
keeping  meat,  butter,  eggs  and  other  perishable  commodities 
in  good  marketable  condition,  are  another  instance  of  pro- 
duction by  the  creation  of  time-utilities. 

Lastly,  production  may  take  yet  another  form — the  creation 
of  possession-utilities — the  transfering  of  goods  from  a 
person  to  whom  they  ar^  of  little  utility  to  some  one  else  in 
w^hose  eyes  these  same  articles  have  a  greater  utility.  The 
grocer  who  sells  vegetables  is  just  as  much  a  producer  as  the 
farmer  or  market-gardener  who  grew  them,  since  he  creates 
a  possession-utility  by  transfering  these  goods  to  the  person 
to  whom  they  have  greatest  utility — the  ultimate  consumer. 

It  is  necessary,  therefore,  for  the  student  to  rid  himself  of 
the  popular  idea  that  only  the  farmer,  the  lumberman,  the 
miner  and  the  fisherman,  the  men  engaged  in  producing 
directly  from  nature,  in  so-called  primary  production,  are 
actually  producers.  In  reality  the  manufacturer  who  pro- 
duces form-utilities,  the  railway  man  w^ho  produces  place- 
utilities,  the  cold-storage  man  who  produces  time-utilities, 
and  the  merchant  who  produces  possession-utilities  are  just 
as  truly  producers,  and  their  services  are  just  as  essential  to 
the  well-being  of  society  as  those  of  the  agriculturists.  A 
strike  of  all  those  employed  in  transportation  would  be  just 
as  disastrous  to  the  community  at  large  as  a  strike  of  all 
agriculturists. 

But  what   about  professional    men — the  doctor,    teacher. 
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preacher,  lawyer,  etc.  ?  They  are  not,  strictly  speaking, 
producers,  because  they  clo  not  produce  any  exchangeable 
utilities.  Their  mission  is  on  a  different  p)lane  from  the 
economic.  It  is  primarily  to  perform  services  of  different 
kinds  for  the  man  himself,  rather  than  to  produce  articles 
for  his  consumption.  These  services  will  probably  tend  to  in- 
crease the  productive  power  of  the  persons  for  whom  they 
are  performed,  and  may  thus  be  said  to  be  productive  in  an 
indirect  and  secondary  way — quasi-productive.  But  this 
increase  of  the  productive  power  of  the  doctor's  patient  or 
the  teacher's  pupil  or  the  pastor's  parishioner  is  only  in- 
cidental, and  is  not  the  main  object  of  the  healing  or  the 
,  teaching  or  the  preaching.  Consequently  the  doctor,  the 
teacher  and  the  preacher  are  not  primarily,  though  they  may 
be  and  usually  are,  incidentally  producers — not  of  wealth, 
but  of  the  quasi-wealth  residing  in  the  persons  of  their 
patients  or  pupils  or  parishioners. 

Production   Never  the  Creation  of  Matter 

It  must  always  be  remembered  that  no  human  being  can 
create  matter.  Matter,  the  physicists  tell  us,  is  indestruc- 
tible ;  the  total  amount  of  matter  in  the  universe  is  a  con- 
stant quantity  ;  it  can  neither  be  increased  nor  diminished. 
All  that  man  can  do  is  (1)  to  change  the  form  of  matter- 
form  utility  ;  (2)  to  change  the  position  of  matter — place 
utility  ;  (3)  to  keep  matter  in  the  same  condition  when  it 
would  naturally  be  changing — time  utility  ;  (4)  to  transfer 
the  possession  and  ownership  of  matter  from  the  person  to 
whom  it  is  less  useful  to  the  person  to  whom  it  is  more 
useful — possession  utility.  In  all  of  these  ways  matter  may 
be  made  more  useful  to  man  ;  its  latent  possibilities  of  doing 
service  to  man  are  "led  forth"  (Latin  pro  forth,  ducere  to 
lead),  and    thus   "production"    takes  place. 

Requisites  of  Production 

There  are  at  least  two  things  absolutely  necessary  to  pro- 
duction— first,  matter  upon  which  to  work;  second,  man's 
labour  force  working  upon  that  matter,  and  bringing  it  into 
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a  more  useful  form.  But  that  labour  force  needs  to  be 
supplied  with  tools  and  sustained  by  food  in  order  to  pro- 
duce most  efficiently,  so  that  we  may  say  tjiat  something 
else  than  matter  and  labour  is  required  in  the  higher 
branches  of  production  at  least.  The  first  two  requisites  of 
production — called  primary  requisites — are  generally  known 
to  economists  as  land  and  labour ;  the  last  mentioned 
requisite — secondary  requisite — necessary  for  all  but  the 
most  primitive  kinds  of  production,  is  known  as  capital, 
which  may  be  defined  as  the  product  of  past  labour  used  to 
subserve  the  process  of  future  production. 

Capital  must  not  be  confounded  with  money,  which  is 
only  the  medium  by  which  capital  is  transferred  from  hand 
to  hand.  Money  of  itself  cannot  aid  in  production,  and  has 
therefore  no  claim  to  share  in  the  product.  If  you  put 
$1000  in  a  manufacturer's  safe,  while  forbidding  him  to  use 
the  money  in  his  business,  he  will  not  be  able  to  pay  you 
interest  on  it.  If  you  loan  him  the  money  to  use  in  his 
business,  e.g.,  in  buying  new  machinery,  paying  wages, 
he  will  be  ready  to  pay  you  interest  on  it.  Your  loan  of  the 
money  transferred  to  him  the  purchasing  power  which  the 
possession  of  that  money  gave  to  you.  You  waived  your 
claim  in  favour  of  the  manufacturer,  who  was  consequently 
able  to  employ  in  reproductive  ways  the  commodities  pur- 
chased with  your  money,  and  could  thus  afford  to  return 
you  your  money  with  interest  at  the  end  of  the  year.  You 
really  loaned  him  purchasing  power,  and  at  the  end  of  the 
period  he  was  able  to  return  to  you  a  greater  purchasing 
power  because  of  the  profit  he  had  made  by  means  of  the 
purchasing  power  that  you  had  lent  him. 

Each  of  these  three  requisites  of  production — land,  labour 
and  capital — deserves  careful  study  from  anyone  who  aspires 
to  a  knowledge  of  economics.  In  the  first  place,  let  us  con- 
sider the  various  facilities  which  nature  provides  for  the 
carrying  on  of  production.  These  are  included  under  the 
general  term  Land. 

Land 

These  facilities  consist  primarily  of  land  and  water,  the 
former  of  which  produces  the  great  bulk  of  food  products  and 
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minerals,  while  the  latter  affords  by  far  the  cheapest  means 
of  transportation.  It  also  produces  an  important  part  of  the 
world's  food  supply  in  the  shape  of  fish.  Some  day,  when 
its  resources  of  animal  and  plant  life  become  more  necessary 
to  mankind  on  account  of  the  increasing  population  of  the 
world,  its  possibilities  will  no  doubt  be  exploited,  and  the 
sea  may  conceivably  become  the  greatest  source  of  the  world's 
food  supply,  as  Jules  Verne  foretold  in  "Twenty  Thousand 
Leagues  Under  the  Sea. ' ' 

Secondly,  the  term  land  includes  the  motive  powers  used 
by  the  manufacturer,  for  instance  coal  and  water-power. 
For  a  manufacturing  country,  an  abundant  supply  of  good 
coal,  such  as  exists  in  England,  or  an  abundant  supply  of 
available  water-power,  such  as  exists  in  Canada,  is  an  asset 
of  incalculable  importance,  enabling  these  countries  to 
undersell  competitors  who  have  no  such  cheap  and  abun- 
dant motive  power. 

The  economic  term  '  'land' '  includes,  therefore,  all  that  is 
ordinarily  meant  by  "natural  resources."  Now  the  pros- 
perity of  our  nation  or  any  other  depends  very  largely  upon 
the  amount  of  production  made  possible  by  the  natural  re- 
sources of  the  country — its  forest,  agricultural  and  mineral 
wealth,  its  fisheries,  and  its  coal  and  water-power.  National 
greatness  must  be  based  on  economic  prosperity,  and  the 
first  requisite  for  economic  prosperity  is  a  generous  outfit 
from  nature.  Let  us,  then,  consider  briefly  the  natural  re- 
sources of  Canada,  taking  stock,  as  it  were,  of  our  national 
estate. 

Agricultural    Possibilities 

Canada  is  one  of  the  largest  countries  in  the  world,  and 
although  a  large  part  of  its  territory  is  too  far  north  to  be  of 
much  use  for  agriculture  under  present  conditions,*  there 
still  remains  an  enormous  area  available  for  the  agriculturist. 

*  Note — We  say  "under  present  conditions."  It  is  absolutely 
impossible  even  to  conjecture  how  greatly  the  productive  area  may  be 
extended  and  the  yield  increased  by  the  scientific  breeding  of  plants 
on  the  principles  discovered  by  the  Abbe  Mendel,  and  now  universally 
accepted  by  scientists. 
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Of  the  vast  area  of  the  Dominion  a  comparatively  small 
portion — roughly  100,000  square  miles,  or  8%  of  the  wliole 
— was  occupied  in  1901,  and  rather  less  than  half  of  this 
improved.  The  land  under  crop,  which  amounted  in  1901 
to  19,763,000  acres,  in  1909  had  increased  to  30,065,000 
acres,  an  increase  of  52%  in  eight  years.  The  agricultural 
product  in  1909  had  an  estimated  value  of  $533,000,000  in 
field  crops  alone,  or  about  $17.50  an  acre. 

Although  this  yield  is  a  large  one,  nothing  can  be  clearer 
than  that  Canadian  agriculture  is  still  in  its  infancy  and 
may  be  enormously  increased  when  the  Avorking  population 
of  the  country  is  increased,  and  electric  power  applied  in 
agriculture  as  well  as  in  factory  industry. 

Forest  Wealth 

The  forest  lands  of  Canada  have  been  estimated  to  cover  a 
total  area  of  1,250,000  square  miles  ;  another  estimate  gives 
the  amount  of  merchantable  timber  in  a  small  fraction  of  the 
total  forest  area  as  192,000  million  feet.  On  the  other  hand, 
Dr.  Fernow,  the  head  of  the  Faculty  of  Forestry  of  the  Uni- 
versity of  Toronto,  says  the  commercially  valuable  forest 
land  is  less  than  500,000  square  miles. 

The  actual  value  of  forest  products  was  estimated  at 
$112,000,000  in  1909  and  is  still  increasing.  By  a  careful 
conservation  of  our  forest  resources  such  as  is  now  being 
agitated  for,  we  may  expect  that  our  forests  may  be  made  to 
yield  considerable  permanent  net  returns  to  the  state  as  they 
do  in  European  countries.  It  is  most  important  to  the 
whole  country  from  the  physical  point  of  view  also  that 
large  forest  areas  be  maintained,  because  of  the  beneficial 
effects  of  the  forest  upon  the  temperature,  rainfall,  and 
drainage  of  the  country. 

Fisheries 

The  value  of  the  Canadian  fisheries  has  within  the  past 
few  years  averaged  about  $25,000,000  annually.  This  will 
no  doubt  be  increased  when  the  fisheries  of  Hudson's  Bay 
and  the  northern  gulfs  and  inlets  are  more  systematically 
developed. 
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Minerals 


The  mineral  wealth  of  Canada  is  incalculable.  If  the 
student  will  refer  to  maps  6  and  7  in  the  Atlas  of  Canada, 
published  by  the  Dept.  of  the  Interior  in  1906,  he  will 
realize  how  small  a  portion  of  the  Dominion  can  yet  be  said 
to  be  scientifically  surveyed.  Yet  these  maps  show  an 
enormous  coal  area  surveyed  (65,000  square  miles  in  Alberta, 
and  smaller  areas  in  British  Columbia,  Nova  Scotia,  New 
Brunswick  and  Saskatchewan).  Iron  ore  is  mined  in  Nova 
Scotia,  copper  in  Ontario,  gold  in  Nova  Scotia,  Ontario, 
British  Columbia,^and  the  Yukon;  silver  in  Ontario;  nickel 
(of  which  the  Dominion  has  a  monopoly  in  America)  in  the 
Sudbury  district  of  Ontario.  The  mineral  production  has 
been  rapidly  increasing  from  10^  millions  in  1886,  to  49^ 
millions  in  1899,  60J  millions  in  1904,  80^  milhons  in  1906, 
90J  millions  in  1909,  105  milhons  in  1910^!^ 

Coal  and  Water  Powers 

The  development  of  the  different  coal  deposits  and  the 
abundant  water  power  are  in  Canada,  as  in  other  nations, 
greatly  increasing  the  production  of  manufacturers.  Canada, 
backed  by  her  enormous  water  power,  bids  fair  to  become  a 
first-class  manufacturing  nation  as  soon  as  she  has  sufficient 
labour  at  command.  Her  available  water  power  is  officially 
estimated  at  25,692,000  horse  power,  less  than  2%  of  which 
is  developed.  This  difference  between  the  possible  and  the 
actual  water  power  in  use  makes  one  feel  that  the  country  is 
still  at  a  very  early  stage  of  its  industrial  development. 

The  growth  of  these  manufactures  may  be  indicated 
briefly  by  the  census  returns,  although  these  do  not  furnish 
a  proper  basis  of  comparison,  owing  to  the  fact  that  the 
regulations  governing  the  census-takers  were  different  in  the 
various  enumerations.  In  1871  the  value  of  manufactured 
products  was  $221,600,000;  1881,  $309,676,000;  1891, 
$469,850,000;  1901,  $481,050,000;  1906,  $718,352,000. 
It  has  recently  been  stated  that  the  production  of  the  mem- 
bers of  the  Canadian  Manufacturer's  Association  alone  will 
reach  $1,200,000,000  in  the  year  1911. 


10  THE      SHAW      CORRESPONDENCE      SCHOOL 


Labour 

No  matter  how  great  the  natural  resources  of  a  nation  may 
be,  they  are  of  little  avail  to  increase  its  positive  riches  until 
they  have  been  exploited  by  man*.  They  resemble  the 
tools  in  the  workman's  hand,  Avhich  are  of  great  assistance 
in  enabling  him  to  produce  what  he  could  not  otherwise 
produce  so  well,  but  are  quite  useless  without  him.  These 
natural  resources  are  not  wealth  in  themselves  any  more 
than  is  a  man's  power  to  labour  vv^hen  he  is  unable  to  obtain 
work.  For  wealth  to  be  produced,  it  is  necessary  that  man's 
labour  be  applied  to  the  natural  resources. 

Labour  is  defined  as  effort,  bodily  or  mental,  put  forth  by 
human  beings,  not  exclusively  for  the  sake  of  the  pleasure 
immediately  associated  therewith,  but  partly  or  wholly  with 
a  view  to  the  attainment  of  some  ulterior  object. 

Labour  as  stated  in  our  definition  includes  l)oth  mental 
and  physical  effort,  though  in  ordinary  language  "labour" 
refers  usually  only  to  physical  toil.  In  economics  the 
cabinet  minister  and  the  college  president  are  labourers, 
because  their  efforts  enable  men  to  produce  to  better  advan- 
tage than  formerly.  The  cabinet  minister  aids  j production 
by  administering  the  law  justly  and  securing  to  each  his  own 
property — a  great  stimulus  to  hard  work.  The  college 
president  is  a  labourer,  because  his  is  the  task  of  finding  out 
and  putting  into  operation  the  curriculum  best  suited  to  the 
needs  of  his  students.  If  he  has  been  able  to  gauge  correctly 
the  demands  which  society  will  be  likely  to  make  on  his 
graduates  and  to  produce  men  who  will  measure  up  to  those 
demands,  he  will  have  rendered  a  very  real  service  to  the 
communit}^  Perhaps  no  one  is  ultimately  more  productive 
than  the  man  engaged  in  developing  the  physical  and  men- 
tal qualities  of  mankind,   though  from  the  strict  economic 

*Note — The  student  may  illustrate  this  by  comparing  (let  us  say) 
the  area  included  in  Canada  and  the  United  States  of  1610  with  the 
Canada  and  United  States  of  1910.  In  1610  these  enormous  countries 
had  even  greater  natural  resources  than  at  present ;  yet  they  afforded 
only  a  miserable  subsistence  to  1,000,000  Indians,  as  compared  with 
the  ample  provision  which  they  make  to-day  for  a  population  one 
hundred  times  as  great. 
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point  of  view  he  is  only  quasi-productive,  because  he  pro- 
duces only  quasi-Avealth. 

Labour  is  performed,  not  for  the  sake  of  the  mere  per- 
formance itself,  but  for  some  ulterior  end.  Thus  playing 
a  game  is  not  usually  labour,  but  exercise  in  the  gymnasium 
is.  That  is  usually  undertaken  for  the  ulterior  end  of 
preserving  one's  health.  In  the  game  on  the  other  hand, 
one  forgets  that  he  has  a  body  to  develop,  and  simply  en- 
joys himself. 

The  ulterior  end  of  labour  is  the  production  of  utiUties 
wherewith  the  Avorker  may  secure  other  connnodities  sufficient 
for  his  support  and  that  of  those  dependent  upon  him. 
Labour  in  itself  is  irksome,  but  its  irksomeness  is  borne  be- 
cause of  the  advantages  which  accrue  from  it  to  the  worker. 
The  utility  of  the  commodities  to  the  worker  outweighs,  up  to 
a  certain  point,  the  disutiUt}^  of  the  labour.  But  in  every 
process  of  production  a  time  will  come  when  the  worker's 
weariness  is  such  that  the  disutiUty  of  the  labour  will  out- 
weigh the  utility  of  the  commodities  gained  by  his  labour. 
Then,  if  he  is  free  to  do  so,  the  worker  will  cease  to  labour. 

The  complete  body  of  the  producers  of  a  country — agricul- 
turists, transportation  men,  manufacturers,  merchants,  etc. 
— may  be  described  from  the  economic  point  of  view  as  the 
labour  force  of  the  country.  Wealth  is  produced  by  the 
labour  force  of  a  country  acting  upon  the  natural  resources 
of  that  country.  The  amount  of  wealth  which  can  be  pro- 
duced will  depend  largely  upon  the  amount  of  that  labour 
force,  its  intelligence,  its  technical  skill  and  the  organising 
ability  of  those  who  are  in  control  of  it,  as  well  as  upon  the 
motive  power  and  facilities  of  transportation,  etc. ,  afforded 
b}'  the  natural  resources  of  the  country.  As  natural  re- 
sources are  a  constant  or  even  a  decreasing  quantity,  we  must 
increase  our  labour  force  in  numbers,  strengthen  it  in  intel- 
ligence and  technical  skill  and  improve  its  organization,  m 
order  to  effect  an  increase  in  its  product.  As  in  a  new  and 
thinly-settled  country  like  our  own,  natural  increase  is  not 
sufficient  to  provide  for  the  development  of  the  country,  it 
is  necessary  to  encourage  immigration,  in  order  that  the 
wealth  of  the  country  may  ])e  increased  by  increasing  the 
number  of  its  producers. 
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Let  US  consider  briefly  the  labour  force  of  our  own  country. 
The  actual  number  of  agriculturists  in  1901  was  545,000 
with  73jOOO  wage  earners  or  hired  men.  The  agricultural 
labour  force  was  thus  according  to  the  statistics  618,000 
persons  (the  farmer's  sons  and  daughters  living  and  working 
at  home  apparently  not  included).  Tlie  pi-oduct  in  1901 
was,  according  to  the  census  figures,  $864,900,000,  and  in 
1909  was  estimated  at  $700,000,000.  In  manufactures  in 
1901,  276,000  were  employed  with  a  total  product  of 
$481,000,000;  in  1906,  356,000,  with  value  of  products 
$718,350,000,  an  increase  of  29%  in  the  number  of  the  wage 
earners  and  of  49%  in  the  value  of  the  products.  To  put  it 
another  way,  the  average  wage  earner  produced  in  1901, 
$1,535;  in  1906,  $2,018.  While  the  number  of  wage 
earners  was  rapidly  increasing  the  skill  of  the  average 
wage  earner  was  also  increasing.  The  census  of  1911  will 
doubtless  show  a  large  increase  in  the  number  of  wage 
earners,  and  a  considerable  increase  in  the  product  of  the 
average  wage  earner.  This  increase  is  due  to  two  things  ; 
increased  technical  skill  and  better  organization.  It,  like 
all  other  increases  in  monetary  values  during  the  same 
period,  is  to  some  extent  apparent  rather  than  real,  on 
account  of  the  higher  prices  prevailing  in  1911  than  in  1901. 

Capital 

The  amount  of  product,  however,  does  not  depend  alone 
upon  natural  resources  and  human  labour.  Let  us  illustrate 
this  from  the  case  of  Robinson  Crusoe.  Suppose  he  had 
landed  on  the  desert  island  wdthout  tools  of  any  kind — with- 
out axes,  guns,  seeds,  food,  or  even  a  pocket-knife.  What 
would  have  been  the  result?  He  could  not  have  got  along 
neaj-ly  so  well  as  (in  the  book)  he  actually  did.  He  might 
have  starved  to  death.  In  any  case,  though  the  natural 
resources  of  the  island  might  be  the  same,  and  the  qualities 
of  the  individual  man  Robinson  Crusoe  the  same,  yet  his 
production  of  wealth  would  be  much  less,  on  account  of  his 
lack  of  tools,  seeds  and  food.  With  these,  he  could  make  a 
clearing,  plant  his  seed,  and  wait  for  harvest ;  without  them, 
he  could  only  pick  iip  a  precarious  living  by  trying  to  catch 
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shell-fish — sometimes  succeeding,  more  often  failing  in  his 
efforts.-  Novelists  who  want  to  represent  their  heroes 
as  wrecked  on  desert  islands,  therefore,  nearly  always 
arrange  for  food,  seeds,  boxes  of  tools,  clothes,  etc. ,  to  be 
washed  on  shore  from  the  wreck.  These  become  the  means 
by  which  the  hero  civilizes  the  island  and  its  inhabitants,  so 
that  in  the  end  we  have  a  civilized  and  prosperous  settle- 
ment. < 

A  group  of  men,  then — a  little  colony  newly  established! 
—naturally  requires  help  from  older  and  wealthier  nations,  f 
Thus  the  United  Empire  Loyalists,  on  coming  from  the 
States  after  much  of  their  property  had  been  confiscated, 
found  themselves  unable  to  cope  unaided  with  the  rigours 
of  the  Canadian  climate,  and  were  maintained  for  the  first 
year  or  two  of  their  residence  in  this  country  by  the  British 
Government,  which  ai)propriated  over  $15,000,000  for  the 
purpose  of  supporting  the  exiles  and  providing  them  with 
seed,  so  that  they  should  be  able  to  clear  the  forest  and  raise 
crops  of  their  own. 

This  is  a  universal  experience.  In  order  to  produce  effect-^ 
ively,  it  is  necessary  that  the  producer  shall  be  provided 
with  tools  and  with  subsistence  until  his  product  is  realized.  *- 
These  are  his  capital,  which  we  may  define  as  the  product 
of  past  industry  applied  to  the  work  of  subserving  future 
production.  A  young  man,  we  will  say,  works  on  a  farm 
for  several  years  after  he  reaches  the  age  of  twenty-one,  saves 
$1,000,  then  goes  west  and  takes  up  a  homestead.  In  such 
a  case,  he  has  practically  the  whole  of  the  $1,000  as  his 
capital  invested  in  his  new  venture  ;  he  buys  horses  and 
implements  with  it  and  puts  up  a  shack.  By  the  aid  of  this 
$1,000  he  finds  himself  in  a  vastly  more  advantageous 
position  than  are  those  of  his  competitors  who  try  to  begin 
farming  without  a  cent.  Because  he  has  better  tools  and  is  in 
no  immediate  need  of  the  necessities  of  life,  he  can  produce 
more  than  the  man  who  has  a  smaller  capital.  In  fact,  the 
latter  will,  if  he  can,  borrow  money  in  order  to  use  it  in  his 
business.  It  brings  him  so  many  advantages,  that  he  is 
glad  to  pay  6%  or  even  8%  interest  for  it.  $500  spent 
judiciously  in  machinery  and  tools  will  be  worth  more  to 
him  than  $80  a  year — the  interest  on  $500  at  6^,. 
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Nations  are  just  like  individuals  in  regard  to  the  possession 
or  non-possession  of  wealth,  The  old,  long  established 
nations,  are  wealthy  ;  they  are  able  to  provide  all  the  capital 
required  to  develop  their  own  industries  and,  in  addition,  to 
lend  to  other  countries.  On  the  other  hand,  the  newer 
countries  of  larger  area  are  unable  to  save  enough  capital 
from  current  consumption  to  develop  their  resources. 
Capital  is,  therefore,  scarce  and  dear  among  them  ;  the  rate 
of  interest  is  high,  just  as  in  our  North  West  the  rate  of 
interest  on  farm  mortgages  is  higher  than  in  Ontario, 
because  there  is  so  much  less  capital  there  seeking  invest- 
ment, and  so  much  greater  a  demand  for  it  to  assist  in 
developing  the  country.  So  too  in  Ontario  and  Eastern 
Canada,  capital  is  scarcer  than  in  England,  is  more  in 
demand,  and  thus  bears  a  higher  rate  of  interest.  The  West 
is  poorer  than  the  East,  and  the  East  is  poorer  than  England, 
just  as  the  young  man  who  has  but  lately  begun  to  earn  his 
own  living  and  has  had  but  little  time  to  save,  is  poorer 
than  his  father,  who  has  been  saving  throughout  his  life. 

Canada,  then,  is  poorer  than  England — perhaps  not  per 
capita,  but  absolutely.  Canadians  have  a  great  undeveloped 
estate,  and  they  are,  as  we  have  seen,  bringing  in  hundreds 
of  thousands  of  people  of  every  nationality  to  develop  their 
natural  resources.  These  people,  however,  must  be  main- 
tained during  the  long  period  before  the  benefits  of  their 
labour  begin  to  be  realized.  Canada  has  to  borrow  a  great 
deal  of  the  capital  required  to  maintain  them  and  to  provide 
them  with  the  tools  necessary  for  efhcient  production.  Our 
federal,  provincial  and  municipal  authorities,  our  rail- 
way and  street  car  companies,  and  our  manufacturing  enter- 
prises go  very  largely  to  other  countries  to  borrow  the  money 
necessary  for  the  development  of  Canadian  resources.  This 
])rocedure  tends  to  lower  the  rate  of  interest  in  Canada, 
because  the  imported  capital  comes  more  or  less  into  com- 
]:)etition  with  that  which  is  saved  within  the  country  itself  ; 
it  tends  to  increase  the  interest  rate  in  England,  because 
some  of  the  extra  sui)ply  is  taken  away  from  the  English 
money  market.  Economists  think  that  the  rate  of  interest 
tends  gradually  to  approach  an  approximate  equality  in 
enterprises  of  equal  stability  the  world  over.     Wherever  the 
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laws  of  a  borrowing  state  are  just  and  fair  to  a  foreign 
creditor,  the  capitalist  will  probably  invest,  not  caring  where 
his  capital  is  employed,  but  studying  only  how  to  combine 
the  most  perfect  security  with  the  highest  rate  of  interest. 

The  greatest  lender  of  capital  in  the  world  is  Britain. 
Her  comparatively  small  area  has  been  fairly  thoroughly 
developed,  and  the  greater  part  of  the  capital  annually 
saved  by  her  people  goes  abroad  for  investment  in  foreign 
countries  and  British  possessions.  Consequently  we  find 
the  British  people  keenly  interested  in  the  affairs  of  every 
country  of  the  world,  since  British  creditors  have  capital 
invested  in  them  all.  France  occupies  second  place  as  an 
investing  nation,  largely  on  account  of  the  saving  habits  of 
her  people.  The  United  States  too  are  beginning  to  invest 
a  good  deal  of  capital  abroad,  a  large  part  of  which  has 
come  to  Canada. 

This  country  has,  within  the  past  few  years  assumed  at^ 
rapidly  increasing  prominence  as  a  field  for  investment.  | 
The  stability  of  its  government,  the  essential  justice  of  its  1 
laws,  combined  with  its  great  natural  resources  and  its  near- 
ness (as  compared  with  the  other  great  new  countries,  such 
as  Argentina,  Brazil,  South  Africa,  and  Australia)  to  the 
markets  of  Europe  and  the  United  States,  have  caused  it  to 
be  regarded  as  a  most  desirable  country  for  investment. 
European  and.  American  investors  can  easily  come  over  and 
see  the  properties  in  which  their  money  is  involved.  British 
and  foreign  investment  in  Canada  has,  therefore,  been 
rapidly  increasing.  Investments  are  made  in  our  national 
and  provincial  debts,  in  our  municipal  debentures,  in  our 
railway  and  industrial  stocks.  (The  president  of  the  G.T.R. 
was  lately  responsible  for  the  statement  that  not  $1,000  of  the 
stock  was  held  in  Canada.  In  a  hundred  other  enterprises 
the  same  or  nearly  the  same  thing  is  true. ) 

The  total  amount  of  British  and  foreign  capital  invested 
in  Canada  up  to  April,  1911,  has  been  estimated  by  Mr. 
F.  W.  Field  of  the  Monetary  Times  at  $2,416,000,000.  Of 
this  enormous  sum,  Great  Britain  alone  has  supplied 
more  than  three  quarters  —  $1,860,000,000.  Americans 
have  invested  $417,000,000  in  this  country,  Frenchmen 
$78,000,000,     Germans    $83,000,000,     and    the   citizens   of 
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various    other     European      States     from     $25,000,000     to 
180,000,000. 

If  the  average  rate  of  interest  paid  on  these  outside  in- 
vestments is  5^,  then  Canada  pays  annually  to  her  British 
and.  foreign  creditors,  interest  amounting  to  about  $121,000, 
000, — a  sum  greater  than  the   total  annual  revenue  of  the 
country,  and  a  heavy  burden  for  a  population  estimated  at 
7,150,000,  amounting  to  over  $85  annually  for  each  family 
I  of  five.     The  reason  for  our  having  incurred  such  a  heavy 
[  liability  is  simply  that  our  gain  from  the  development  of 
i  our  country  is  so  enormous  that  we  are  able  to  pay  this 
I  vast  sum  as  interest  and  still  make  a  large  profit  for  our- 
I  selves  by  means  of  the  borrowed  funds.     Sooner  or  later  our 
I  country  will  be  so  developed  by  the  aid  of  this  capital  from 
outside,  that  we  shall  easily  be  able  to  pay  off  our  foreign 
creditors,  principal  and  interest. 

Of  course,  besides  all  this  outside  capital,  there  is  a  great 
deal  of  native  capital  invested  in  the  country.  If  I  earn 
$1,500  a  year  and  spend  only  $1,200,  I  save  $300  a  year. 
Now  if  I  put  that  $300  to  work  to  assist  in  future  produc- 
tion, either  in  my  own  Inisiness  or  that  of  others,  I  will  get 
a  return  for  its  use.  If  I  put  it  into  the  savings  department 
of  a  bank,  the  banker  will  loan  it  to  the  merchant  or  the 
manufacturer,  who  needs  it  in  his  business,  paying  me  3% 
on  the  money,  and  (in  practice)  allowing  me  to  Avithdraw  it 
at  any  time,  so  that  it  is  almost  as  good  as  cash  to  me.  If 
instead  of  putting  it  into  a  bank  I  prefer  to  invest  in 
municipal  or  industrial  bonds,  I  can  get  from  4%  to  6%  on 
my  money.  Or  again  I  may  prefer  to  invest  my  savings  in 
real  estate.  No  one  can  estimate  how  much  capital  Canad- 
ians have  invested  in  Canada,  but  there  is  no  doubt  that  it 
is  rapidly  increasing,  though  not,  of  course,  so  rapidly  as  to 
provide  the  funds  required  for  the  phenomenal  development 
of  the  country.  The  deposits  in  the  chartered  banks  have 
grown  from  $390,000,000  in  1902,  to  $825,000,000  at  the 
end  of  1910,  more  than  doubling  in  eight  years.  Current 
loans  in  Canada  increased  in  the  same  period  from  $303, 
000,000  to  $677,000,000.  These  are  about  the  only  Canad- 
ian investments  in  Canada  for  which  we  have  clear  and 
definite  statistics.     It  is  quite  impossible  to  give  figures  for 
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Canadian  investments  in  otlier  directions — ^in  stock,  real 
estate,  etc.,  but  there  seems  no  room  to  doubt  that  these 
have  grown  at  least  as  fast  as  have  the  bank  deposits. 

Perhaps  no  other  country  in  the  world,   with  the  possible' 
exception  of  Argentina,   has  shown  an  equal  rate  of  increase 
in  production  during  the  past  decade.     Canadians  are  justly 
proud  of  this  remarkable  record,   and  are  hopeful  that  the 
next  decade  will  shoAV  even  greater  progress  than  the  last. 
The   enormous   natural   resources    which    still   remain    un-| 
developed,  provide  the  raw  material  for  a  marvellous  increase! 
of  production,   but  whether  the  glowing  anticipations  of  to- 
day will  be  realized,   depends  on  whether  Canadians  will  be 
able  to  go  on  increasing  their  labour  force  in  numbers  (by 
natural  increase  or  by  immigration),  while  at  the  same  time 
they  do  everything  possible  to  improve  its  quality.     They 
will  also  require   to  obtain   either  from    Canadian  or  from 
foreign  investors  the  capital  necessary  to  enable  their  labour 
force  to  work  to  the  best  possible  advantage. 

N.B. — Students  may,  for  supplementary  reading,  refer  to 
Gide's  Principles  of  Political  P^conomy,  book  1;  Marshall's 
Economics  of  Industry,  book  4  ;  Seligman's  Principles  of 
Economics,  chaps.  19-21.  For  the  purpose  of  tracuig  the 
the  growth  of  Canada,  they  would  do  well  to  secure  the  last 
issue  of  the  Canada  Year  Book  through  their  local  M.  P.,  and 
consult  the  various  tables,  especially  those  showing  the  in- 
crease in  agriculture  and  manufactures  and  the  increase  in 
the  population  of  the  Northwest  Provinces  betAveen  1901 
and  1906.  The  latter  figures  may  be  compared  with  the 
census  returns  of  1911. 
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EXAMINATION  QUESTIONS 

ECONOMICS. 

LESSON  2. 

1.  How  would  you  prove  that  the  merchant  is  a  producer? 

2.  Is  the  professional  man  a  parasite  upon  society  ?     Give 

reasons  for  your  answer. 

3.  Is  the  banker  a  producer  ?     What  is  his  function  in  the 

process  of  production  ? 

4.  What  are  the  requisites  of  production  ?     Write  a  brief 

note  on  each  of  them. 

5.  Give  a  brief  account   of   the  natural   resources   of   the 

Dominion. 

6.  Define    "labour."       Is    a    game    of    baseball    labour? 

(1)  To  the  amateur?  (2)  To  the  paid  profesbional ? 

(8)  To  the  spectator?  (4)  To  the  journalist  who  is 

reporting   the   game?  State    the     reasons   for   your 
answers. 

7.  Show  by  statistics  that  the  productive  efficiency  of  the 

average  workman  is  on  the  increase. 

8.  What  benefits  does  a  young  country  receive  from  immi- 

gration ?     Are  there  any  counterbalancing  disadvan- 
tages ? 

9.  What  is  capital  ?     Distinguish  between  it  and  money. 

Would  money  have  been  capital  to  Robinson  Crusoe  ? 
Would  seeds  ? 

10.  Why  are   men    ready    to  pay    interest   for  the  use  of 

money  ? 

11.  Suggest   reasons  why  British  investments  in  Canada 

should  be  so  much  greater  than  foreign  investments. 

12.  When  you  put  your  savings  in  a  bank,   what  enables 

the  banker  to  pay  you  interest  on  them  ? 
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ECONOMICS 

LESSON    III 

Early  Economic  Development  of  Canada 


IN  the  last  lesson  we  considered  first  the  natural 
resources  of  our  country — the  facilities  for  pro- 
duction which  exist  within  its  bounds.  Then  we 
dealt  with  the  population  by  which  these  natural 
resources  have  been  exploited.  Thirdly,  we  con- 
sidered the  capital,  whether  produced  within  the 
country  or  without  it,  which  has  from  time  to  time 
been  invested  in  increasing  the  productive  efficiency  of  the 
p()l)ulation. 

Now  we  have  to  begin  to  trace  the  economic  development 
of  Canada  from  its  first  settlement  to  the  present  time.  In 
the  beginning  we  have  the  process  of  utilization  of  the 
country's  resources,  as  it  was  begun  by  the  early  French 
settlers  and  the  United  Empire  Loyalists  who  in  turn  were 
confronted  with  the  necessity  of  satisfying  the  three  ele-[ 
mentary  needs  of  life — food,  clothes,  shelter — unless  they  | 
were  to  perish  in  the  northern  wilderness.  Here  the  pro- ' 
ducer  and  the  consumer  were  the  same  person — people  pro- 
duced for  their  own  immediate  needs  to  protect  themselves 
and  their  families  against  famine  and  cold.  Goods  pro- 
duced on  a  certain  farm  were  consumed  on  the  same  farm, 
and  there  was  no  ol^ject  in  producing  very  nmch  more  than 
was  necessary  to  maintain  the  family  until  the  next  harvest. 
To-day  we  produce  surplus  commodities  to  be  exchanged  in 
far-distant  markets  for  articles  which  we  desire  but  cannot 
produce  at  home. 

The   Fur  Traders 

The  first  Europeans  to  settle  America  came  hither,  not 
with  the  idea  of  i^erforming  hard  manual  labor,  but  Avith 
the  object  of  achieving  a  more  speedy  wealth  through  the 
discovery  of  minerals  or  the  exploitation  of  the  fui*  trade. 
Some  of  them  succeeded  in  their  undertaking,  but  from  the 
l)()int  of  view  of  the  economist  as  distinguished  from  that 
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of  the  hi.storian,  the  Hudson's  Bay  Company  or  the  North 
Went  Company  or  the  French  Company  of  One  Hundred 
Associates,  though  their  history  may  be  more  romantic  and 
though  they  were  of  real  service  to  the  country  in  making 
explorations,  were  far  less  im|)ortant  than  the  hardy  French 
and  English  pioneer  settlers  who  cut  down  the  forests  and 
gradually  won  wider  and  wider  areas  for  civilization.  We 
may  illustrate  the  comparative  unimportance  of  the  fur 
trade  to-day  by  the  fact  that  out  of  a  total  export  trade 
of  over  $300,600,000  in  1910,  exports  of  furs  were  only 
$3,750,000,  or  li%— one-eightieth  of  the  whole.  The  fur 
trade  was  ah>le  to  enrich  a  few  individuals,  or  even  chartered 
companies,  but  its  returns  were  entirely  inadequate  to  form 
the  economic  basis  of  a  prosperous  commonwealth.  The 
first  requisite  for  that  is  a  large  production  of  food.  Civili- 
zation implies  the  aggregation  of  a  considerable  body  of 
population  such  as  can  never  exist  in  a  country  devoted  to 
the  rearing  of  wild  animals  whose  furs  may  be  sold.  We 
may  regard  the  fur  traders,  French  and  English  alike,  as 
comparatively  insignificant  factors  in  the  economic  develop- 
ment of  Canada. 

The  Seigneuries 

The  king  of  France  and  the  king  of  England,  when  they 
came  to  the  proljlem  of  settling  the  new  colonies,  both 
adopted  the  same  method  of  making  large  grants  of  land  to 
aristocratic  individuals  on  condition  that  they  should  agree 
to  take  out  settlers  from  the  mother  country  and  establish 
them  on  parts  of  their  new  domain.  Thus,  although  the 
progress  of  settlement  in  New  France  was  at  first  very  slow, 
settlements  were  finally  established  along  the  St.  Lawrence, 
the  Lower  Ottawa  and  Richelieu  Rivers.  In  1712  there  were 
90  of  these  great  feudal  estates  or  seigneuries  in  French 
Canada.  These  became  the  first  economic  units.  One 
seigneurie  was  economically  almost  independent  of  others, 
and  consequently  if  we  consider  the  economic  life  of  one 
seigneurie,  we  shall  have  a  very  good  picture  of  the  economic 
life  of  all  French  Canada. 

,  This  seigneurie  was  an  extension  to  this  continent  of  the 
/feudal  institutions  of    Europe.     The  areas  granted  by  the 
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French  Government  to  French  army  officers  varied  greatly 
in  size  with  the  caprice  of  the  monarch,  })ut  they  averaged 
about  half  as  large  as  our  townships.  The  seigneurie  of 
Beauport  was,  perhaps,  smaller  than  most,  but  it  will  do 
to  illustrate  the  institution.  The  Company  of  New  France 
granted  it  to  Robt.  Giffard  in  1634.  The  estate  extended  a 
league  along  the  shore  of  the  St.  Lawrence  by  about  1^ 
leagues  back  from  the  riv^er — altogether  a  nice  little  estate 
8,000  or  9,000  acres,  an  area  which  w^as  later  increased  to 
about  25,000  acres. 

The  conditions  upon  which  such  grants  were  usually 
made  were,  (1)  that  the  seigneur  should  pay  specified  feudal 
dues  to  the  king  and  be  ready  to  take  part  in  the  defence  of 
the  country  ;  (2)  that  he  should  place  settlers  in  his 
seigneurie  and  encourage  them  to  clear  the  lands,  exacting 
only  a  small  fixed  rental  and  such  other  payments  in  kind 
as  were  considered  seigneurial  rights  in  France. 

The  seigneurie  formed  a  practically  self-sufficient  economic 
unit.  The  seigneur  at  his  manor-house  was  the  head  of  the 
little  society,  farming  a  portion  of  the  seigneurie,  adminis- 
tering justice,  and  receiving  from  those  to  whom  he  had 
granted  lands  the  recognized  feudal  dues  :  (1)  the  cens  et 
rentes — a  few  cents  for  each  arpent — 192  feet — of  frontage 
on  the  river  with  usually  some  fowls  and  a  small  quantity  of 
grain,  paid  annually  in  the  autumn  on  St.  Martin's  day, 
Nov.  ll"^  ;  (2)  the  lods  et  ventes — 1-12  of  the  price  when- 
ever the  tenant  sold  his  holding  ;  (3)  when  the  seigneur  erected 
a  grist-mill,  the  habitants  were  i-equired  to  take  their  grist 
thither  to  be  ground  and  to  pay  1-14  of  it  to  the  seigneur  as 
his  toll  ;  (4)  the  corvee — each  seigneur  had  the  right  to  a 
certain  number  of  days'  labor  from  each  of  his  tenants — 
usually  from  three  to  six  per  annum  ;  (5)  often  there  were 
the  droit  de  peche  and  droit  de  chasse,  the  seigneur  having 
the  right  to  fish  out  of  the  waters  and  the  right  to  hunt  with 
hound  and  falcon  over  the  cultivated  lands  of  the  people. 

The   cure   or    priest    was    the   other   great   man   of    the 

*Prof.  Wrong  in  his  interesting  book  "  A  Canadian  Manor  and  its 
Seigneurs,"  estimates  the  "cens  et  rentes"  on  a  100  acre  farm  at  $1.00 
and  a  couple  of  chickens — certainly  not  a  burdensome  payment. 
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seigneurie,  and  was  supported  by  what  are  called  the  tithes 
— not  really  a  tenth  but  a  twenty-sixth  of  the  cereal  produce 
of  the  seigneurie  or  parish.  Special  levies  were  made  on  the 
habitants  whenever  any  extraordinary  expense,  such  as  the 
building  of  a  new  church,  was  incurred. 

The   Habitants 

The  inhabitants  of  the  seigneurie  (the  habitants)  lived 
along  the  river,  which  formed  the  chief  highway  of  the 
district.  Their  farms  were  exceedingly  narrow,  because  all 
wished  to  live  on  the  river  front.  Many  of  them  were  only 
2  arpents  (384  ft. )  in  width  by  40  arpents  in  length — a 
shape  which,  whatever  its  advantages,  naturally  retarded  the 
cultivation  of  the  back  of  the  farm.  The  methods  of  culti- 
vation were  primitive  ;  manuring  was  rare,  and  the  rotation 
of  crops  almost  unknown.  The  short  summers,  with  the 
frequent  religious  holidays  and  occasional  bad  weather,  made 
it  impossible  for  the  habitant  to  give  more  than  90  days  per 
annum  to  the  cultivation  of  his  land  ;  consequently  he  was 
unable  to  secure  a  large  surplus  crop.  All  the  grain  pro- 
duced was  needed  for  home  cojisumption.  In  spite  of  con- 
tinual wars,  however,  the  colony  progressed,  and  we  are 
told  that  in  1749  more  than  200,000  arpents  of  land  had 
been  cleared,  supporting  a  population  of  50,000.  Wheat 
was  the  staple  crop,  but  peas,  oats,  rye,  and  barley  were 
also  grown  ;  cabbage,  pumi)kins,  and  melons  were  produced 
in  plenty.  Some  of  the  habitants  had  orchards  ;  others  pro- 
duced flax  and  hemp.  The  raising  of  horses  and  cattle  was 
an  important  branch  of  husbandry,  and  the  St.  Lawrence 
meadows  were  considered  to  be  superior  to  those  of  the 
English  colonies.  Fisheries  and  hunting  also  helped  to 
provide  food  for  the  population.  The  habitant  did  not  do 
badly  when  we  consider  the  wars,  the  burdens  of  taxation 
and  the  seigneurial  dues  by  which  he  was  hindered  in  his 
efforts  at  improvement. 

The  habitant  had  not  only  to  feed  himself  ;  he  had  also 
to  clothe  himself.  This  he  did  partly  by  raising  sheep  and 
spinning  the  wool,  ])artly  l)y  raising  flax  and  converting  its 
fibres  into  linen.  Even  in  1830  there  were  13,400  domestic 
looms     in     Lower     Canada,     producing     annually     nearly 
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4,000,000  yards  of  woollen  and  linen  elotli.  The  old 
si)inning  wheel  which  has  now  been  relegated  to  our 
museums,  was  in  every  cottage,  and  the  wife  and  un- 
married daughters  spent  a  large  part  of  theii-  time  in  making 
the  clothes  of  the  family.  Thus  the  household  and  the 
seigneurie  were  sufficient  unto  themselves  in  the  matter  uf 
clothing. 

The  same  was  the  case  with  building.  The  manor- 
house  was  usually  a  spacious  stone  structure  with  large 
rooms  and  a  specially  large  living-room  with  a  great  open 
fire-place,  where  the  seigneur  did  business  with  his  habi- 
tants. The  habitants'  houses  were  built  of  stone  or  rough- 
hewn  timber,  usually  consisting  of  one  story  with  low  attic 
bedrooms.  "Within  were  two  or  three  large  rooms,  with 
low  ceilings  supported  by  l)eams — a  living-room  with  fire- 
place, a  kitchen  with  a  large  bake-oven,  and  often  a  ground- 
fioor  bed-room.  Then  at  the  rear  there  was  a  lean-to  for  a 
storeroom  and  at  a  short  distance  off,  the  barn  and  stables. ' ' 
All  these  were  whitewashed,  as  is  still  the  case  in  French 
Canada. 

The  habitant,  then,  lived  a  very  simple  life.  His  needs 
were  few  and  these  were  practically  all  supplied  from  his 
vown  farm.  He  had  little  need  of  mone^^  except  to  pay  the 
small  annual  rental  to  the  seigneur  and  the  taxes  to  the 
government.  He  was  not  oppressed.  In  1798  the  whole 
seigneurial  revenue  coming  in  to  Colonel  Nairne,  the  seigneur 
of  Murray  Bay,  was  not  over  £40 — exclusive  of  the  returns 
from  his  own  farms  included  in  the  seigneurie. 

The  peculiarity  which  distinguishes  the  province  of 
Quebec  from  the  English-speaking  provinces  is  its  seigneurial 
tenure,  which  was,  no  doubt,  on  the  whole  a  check  to  in- 
dustry and  progress.  Yet  we  are  not  to  suppose  that  no 
similar  feudalism  has  ever  existed  in  Upper  Canada. 

Here  is  a  contract  made  by  Archibald  Macnab  of  Macnab 
township,  a  Scottish  laird  who  emigrated  to  Canada  in  the 
twenties  of  the  last  century. 

I  bind  myself  to  locate  you  on  the  rear  half  of  the 
4       sixteenth  lot  of  the  11th  concession  of  Macnab,  free  of 
any  quit  rent  for  three  years,  upon  your  thereafter  pay- 
ing   to    me,     my    heirs    and     succepsors    forever,    one 
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bushel  of  wheat  for  every  cleared  acre  upon  the  same 

land." 
Here  we  have  practically  the  same  thmg  as  the  "  cens  et 
rentes ' '     of    the    French    Canadian    seigneur.       Somewhat 
similar  was   the   case   of   Col.    Thos.    TalVjot  who  began  a 
settlement  in  Elgin  County  on  the  shores  of  Lake  Erie. 

The  United    Empire   Loyalists 

Generally,  however,  the  spirit  of  feudalism  was  not  ver}^ 
apparent  in  the  settlement  of  the  province  of  Ontario, 
except  for  the  fact  that,  officers  in  the  army  received  larger 
grants  than  others.  When  that  settlement  began  about 
1784,  the  emigrants  from  the  United  States — the  United 
Empire  Loyalists,  as  we  call  them — found  themselves  united 
by  a  common  loyalty  and  a  common  destitution,  as  nearly 
all  their  properties  had  been  confiscated  by  the  authorities 
of  the  States  from  which  they  came.  They  were  so  many 
Robinson  Crusoes,  castaways  in  a  country  which,  except  for 
the  forts  at  Cataraqui  and  Niagara,  was  an  unbroken  wilder- 
ness. The  authorities  at  these  places  gave  them  a  little 
flour  and  pork,  a  few  hoes  and  axes,  and  they  drew  lots  for 
the  most  desirable  lands.  The}^  eked  out  their  scanty  pro- 
visions with  fish  and  wildfowl.  "^ 

In  the  following  year  the  settlers  were  better  able  to  look 
after  themselves.  Each  United  Empire  Loyalist  received 
from  the  government  200  acres,  tools  of  various  kinds,  seed- 
corn,  etc.  This  came  to  them  out  of  the  $15,000,000  voted 
by  the  English  government  to  compensate  the  United  Empire 
Loyalists  for  their  losses.  By  the  winter  of  1785  most  of 
these  early  settlers  had  huts  built,  prepared  to  withstand 
the  rigours  of  the  climate.      "The  little  log  huts  were  raised 

*The  earliest  settlers  were  aided  only  by  the  most  necessary 
articles,  made  for  them  by  the  artificers  of  the  regiments  at  Quebec 
and  elsewhere.  The  later  arrivals  received  the  following  tools  and 
implements.  To  every  six  families,  one  cross-cut  saw  ;  to  every 
family  one  hand  saw,  one  hammer,  two  gimblets,  ninety  pounds  of 
nails  assorted,  one  set  of  door-hinges,  one  axe,  one  mattock,  one 
spade,  one  scythe,  one  sickle,  one  set  plough-irons,  one  set  harro>^- 
irons,  one  broad-axe,  two  augers,  two  chisels,  one  gouge,  one  drawing 
knife,  one  camp  kettle. 
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in  the  middle  of  the  clearings,  supported  by  immense 
chimneys  of  rough  stones,  which  opened  in  the  dwarf 
interiors  fire-places  nearly  as  large  as  one  side  of  the  en- 
closure. The  chinks  in  the  logs  were  stuffed  with  moss  and 
clay,  and  the  stones  were  cemented  by  nothing  stronger 
than  the  soil  from  which  they  had  been  gathered.  Night 
and  day  fires  were  kept  roaring  in  the  hearths  ;  the  pre- 
cincts gradually  widened  in  the  snow  as  trees  fell  under  the 
axe,  and  the  interior  of  the  cabins  began  to  take  on  an  air  of 
rude  comfort  as,  one  by  one,  rough  articles  of  furniture  were 
knocked  together  by  the  light  of  the  fire. ' '  * 

The  harvest  of  1785  was  gathered  in  with  the  sickle  and 
the  scythe,  was  threshed  with  flails,  and  winnowed,  and 
finally  the  grain  was  crushed,  usually  in  the  hollow  scooped 
in  a  hardwood  stump — a  rude  kind  of  mortar.  It  is  related 
that  cannon-balls  Avere  frequently  suspended  by  cords  from 
the  end  of  a  pole  which  was  balanced  like  a  well-sweep  and 
used  to  })ound  the  grain  into  fiour,  for  there  were  as  yet  no 
mills  in  the  country. 

Meanwhile  the  women  of  the  family  learned  tanning  from 
the  Indians,  spun  thread  from  the  fibres  of  the  basswood 
bark,  and  made  clothing  of  deerskin,  trousers  and  smocks 
and  petticoats  such  as  would  last  for  years,  even  amid  the 
rough  usage  of  their  frontier  life.  Stockings  Avere  unknoAvn, 
for  there  were  no  sheep  and  consequently  no  avooI,  but 
when  it  became  possible  to  obtain  leather,  the  men  made 
shoes  for  their  families.  Handlooms  and  spinning  AA'heels 
Avere  also  constructed  during  the  Avinter,  by  means  of  Avhich 
the  Avomen  Avould  be  able  to  Aveave  into  cloth  the  prospec- 
tive AA'Ool  and  flax  Avhich  they  hoped  to  raise.  Kitchen 
utensils  Avere  carved  out  of  Avood — plates,  boAvls,  spoons  and 
forks,  for  "necessity  is  the  mother  of  invention,"  and  the 
necessity  of  the  ncAAdy-arrived  colonists  AA^as  great  indeed. 

The    First  Grist  Mills 

As  settlement  took  place  along  lakes  and  streams,  some 
Avater-poAver  gradually  became  available  for  the  grinding  of 
the  farmers'  grain,  and  by  degrees  this  method  of  grinding 

*  Duncan  C.  Scott :  Life  of  Sir  John  Graves  Simcoe,  page  62. 
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took  the  place  of  such  clumsy  processes  as  pounding  the 
grain  with  a  cannon-ball.  After  the  little  grain  harvest  had 
been  gathered  in  and  threshed,  the  settler  carried  it  by  boat 
along  the  lake  shore  or  down  the  river  until  he  reached  the 
mill.  There  the  miller  ground  it  into  flour  for  him,  and, 
retaining  1-12  of  the  flour  as  his  toll,  sent  the  settler  back 
with  the  remainder  to  his  farm.  The  flour  so  milled,  along 
with  the  inevitable  pig,  constituted  the  chief  sustenance  of 
the  family  during  the  long  cold  winter  months. 

The  existence  of  a  grist  mill  was  thus  a  great  convenience 
to  the  inhabitants  of  the  new-made  colony.  The  mills  wei-e 
often  erected  and  oj^erated  by  men  who  themselves  owned 
and  worked  farms  where  water  poAver  happened  to  be  avail- 
able, and  ran  the  mill  only  Avhen  customers  appeared.  The 
operation  of  the  mill  would  naturally  not  interfere  with  the 
cultivation  of  their  own  farms,  since  the  grain  was  usually 
not  brought  in  until  the  season  for  continuous  farm  work 
was  over.  These  mills,  rude  and  defective  as  they  often 
were,  nevertheless  were  a  great  boon  to  the  settlers,  and 
mark  a  stage  in  the  increasing  division  of  labor.  It  was 
worth  the  farmer's  while  to  make  the  often  long  and  tedious 
journey  to  the  mill  in  order  to  have  his  grain  ground  for 
him.  If  it  had  not  been  to  his  advantage  he  would  not 
have  done  it.  He  could  have  gone  on  using  a  cannon-ball 
and  a  hollow  stump,  but  it  paid  him  better  to  spend  his 
time  in  clearing  his  land  and  growing  grain,  and  to  leave 
the  grinding  of  it  to  someone  who  had  better  im]>lements 
and  more  experience  than  he  had.  That  is  precisely  the 
reason  for  all  the  subsequent  division  of  labor  that  we  shall 
see  going  on.  Whenever  it  is  introduced,  the  reason  for  the 
introduction  is  simply  that  it  pays. 

But  it  takes  place  only  when  you  can  produce  more  than 
you  want  of  some  products  and  obtain  the  products  of  other 
men  in  exchange  for  your  surplus.  The  troops  constituted 
\  the  best  market  for  the  farmer's  surplus  produce,  es- 
■  pecially  as  he  had  a  practical  monopoly  of  the^r  custom. 
Prices  accordingly  were  high.  As  early  as  1798  the  colonists 
of  the  Kingston  district  were  able  to  produce  $53,000 
worth  of  surplus  goods,  mainly  food-products — which  they 
sold  to  the  Lower  Canadians  or  to  the  Government.      A  con- 
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siderable  number  of  troops  were  kept  at  Niagara  and  York, 
and  these  could  be  fed  more  cheaply  from  Kin«ston  than 
from  Lower  Canada.  The  farmers  began  to  accumulate  a 
little  money,  and  to  be  ashamed  of  their  previous  poverty, 
especially  as  many  of  them  had  been  wealthy  before  the 
Revolution.  Accordingly  we  have  them  buying  cloth  and 
furnishing  employment  to  peripatetic  tailors,  ,who  could 
make  better  clothes  from  the  cloth  which  the  farmer  bought 
than  the  farmer's  wife  and  daughter  could.  The  shoe- 
maker was  often  employed  for  similar  reasons  ;  the  rough  shoe- 
making  which  the  farmer  had  done  for  himself  and  his 
•family  on  his  first  coming  into  the  country  was  no  longer 
necessary.  Just  as  the  providing  of  the  clothing — at  least 
the  better  sort  of  clothing  —  of  the  population  became 
a  specialized  business,  so  also  the  business  of  building  be- 
came specialized — was  assigned  to  a  definite  class  of  men 
who  spent  their  whole  time  at  it.  Also,  as  a  natural  result 
of  the  teaming  of  grain  to  market,  a  new  class  of  men 
began  to  arise — blacksmiths  on  the  country  cross-roads,  who 
could  shoe  a  horse  or  mend  a  waggon.  Sometimes  these 
same  V)lacksmiThs  themselves  made  the  waggons,  but  that 
branch  gradually  began  to  develop  into  a  full-fiedged  busi- 
ness by  itself — another  stage  in  the  division  of  lal)Our. 

Professional  services  were  obtained  in  very  much  the  same 
way  as  those  of  the  tailors  and  cobblers.  The  clergy  of  all 
denominations  were  more  or  less  itinerant,  going  through- 
out the  country  holding  services  in  kitchens  or  barns. 
The  teacher,  too,  boarded  round  the  section — one  week  at 
one  house,  two  at  another.  Both  he  and  the  preacher 
received  payment  for  their  services  largely  in  kind,  for  there 
was  little  money  in  the  country.  Both  were  on  the  Avhole 
ill -educated,  as  might  be  expected  from  their  unsettled 
mode  of  life.  A  teacher  of  the  higher  type — brought  out 
from  Scotland — was  the  famous  John  Strachan,  afterwards 
Bishop  of  Toronto. 

Early  Stores 

But  where  did  the  farmer  buy  his  cloth  and  the  pedlars 
their  wares?  At  quite  an  early  period  we  find  stores  estab- 
lished along  the  Bay  of  Quinte  and  the  St.  Lawrence  River, 
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which  bought  the  farmers'  surplus  products,  sold  them  off 
in  Lower  Canada  or  at  Niagara,  and  paid  him  for  them  in 
goods.  (There  was  very  little  money  in  the  country  at  this 
time,  except  what  the  British  Government  sent  out  for  pay- 
ing the  troops  and  supplying  them  with  rations).  The 
farmers  teamed  the  produce  which  they  had  to  sell,  down 
the  country  roads  or  along  the  bay  or  river  to  the  lake  shore 
to  the  stores,  and  we  at  home  laden  in  exchange  with  new 
goods — clothes,  hardw^are,  kitchen  utensils,  crockery,  etc., 
to  delight  the  hearts  of  their  families. 

We  may  consider  one  of  these  early  stores  as  typical.  It 
was  situated  on  the  Prince  Edward  County  shore  of  the  Bay 
of  Quinte  about  six  miles  west  of  Bath,  and  we  are  so 
fortunate  as  to  have  its  bill  of  sales  for  1797.  The  retail 
sales  for  the  year  amounted  to  about  $4000.  Of  this  amount 
about  $1,400  rei)resented  dry  goods,  $200  groceries,  $440 
spirits,  $240  tobacco,  $58  crockery,  $170  hardware  and  nails, 
$431  clothing,  $180  hats,  $110  boots  and  shoes,  $44  pots  and 
pans,  and  $20  books  and  stationery.  From  this  list  we  can 
see  that  our  ancestors  were  a  severely  practical  people,  with 
little  desire  for  wasting  time  in  book-learning.  The  books 
which  the  store  did  sell  were  either  of  a  utilitarian  nature 
such  as  account  books,  spelling  books  and  almanacs,  or 
rel'gious  books.  A  Bible  was  sold  for  about  $1.50,  a  Testa- 
ment for  60  cents.  It  helps  one  to  realize  the  dearness  of 
foreign  products — due,  of  course,  to  the  great  difficulties  of 
transportation — when  one  is  told  that  the  cheapest  tea  in 
this  store  was  80c.  a  pound,  and  green  tea  ran  up  to  nearly 
$1.50.  Such  stores  as  this  were  a  great  benefit,  as  they  took 
the  farmer's  products  from  him  and  disposed  of  them  at  a 
considerable  distance — something  which  he  could  not  well 
do  for  himself,  though  he  would  have  had  to  do  it,  if  the 
stores  had  not  brought  things  in  for  him.  This  is  another 
instance  of  the  division  of  labor. 

The  war  of  1812  naturally  provided  the  farmer  with  a 
larger  market.  The  number  of  troops  in  the  country  was 
greatly  increased,  and  obviously  that  meant  higher  prices 
for  the  farmer's  products.  In  the  year  1812  the  average 
price  of  grain  in  Montreal  was  about  $2.60  per  bushel,  and 
in  1813  and  1815  it  was  about  $2.18.     This  price  naturally 
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declined  when  peace  was  proclaimed  and  the  faimers  who 
Avere  out  on  service  allowed  to  go  back  to  their  Avork 
and  the  extra  troops  taken  aAvay.  In  1820  wheat  was 
only  about  60c.  per  bushel,  but  after  a  jjreferential  treat- 
ment was  accorded  by  Great  Britain,  prices  greatly  improved, 
and  the  average  price  in  the  three  years,  1836,  1837,  1841, 
was  $1.18  per  bushel  in  the  market  at  Montreal.  Farmers 
accordingly  grew  Avlieat  in  considerable  quantities  for  export. 
In  1841,  a  banner  year  for  Canadian  trade  up  to  that  time, 
(Canada,  of  course,  including  only  Quebec  and  Ontario)  A\^e 
have  among  the  exports  :  $600,000  worth  of  i>ot  and  pearl 
ashes,  $3,300,000  worth  of  wheat,  and  roughly  $5,000,000 
Avorth  of  timber.  By  this  time,  then,  our  country  was 
])eginning  to  send  abroad  products  of  considerable  value, 
receiAdng  in  exchange  for  them  fine  manufactured  articles 
of  various  kinds,  such  as  it  could  not  at  that  time  produce 
for  itself. 

Roads 

Settlement  at  fii*st  proceeded  along  the  lake  front  and  the 
rivers  ;  on  a  great  bay  such  as  the  Bay  of  Quinte,  Avhich 
Avas  naturally  considered  more  suitable  for  getting  about 
than  the  open  lake,  settlement  Avas  especially  common. 
Farms  Avere  also  taken  up  around  Niagara,  the  old  fort  of 
war  times,  and  near  Fort  Detroit,  and  it  early  became  a 
problem  hoAA'  these  so  Avidely  separated  places  Avere  to  be 
kept  together.  The  first  governor,  Sir  John  Graves  Simcoe, 
deemed  it  necessary  to  do  this  by  military  roads,  such  as 
Yonge  Street,  Dundas  Street  and  the  Niagara  Road.  These 
may  be  seen  on  an  early  map  of  Ontario  made  in  1798  and 
reproduced  in  the  report  of  the  Canadian  Archives  for  1891. 
The  Toronto  and  Kingston  Road  Avas  constructed  soon  after- 
Avards,  and  still  later  roads  Avere  run  back  from  the  lakes, 
notable  among  them  being  the  Avell-knoAvn  Hurontario  St. 
from  Port  Credit  to  CollingAVOod.  Settlement  gradually 
spread  northward  from  Lake  Ontario  and  Lake  Erie  along 
the  chief  roads  of  the  various  districts,  which  did  the  Avork 
of  our  modern  colonization  roads.  After  a  settlement  was 
once  established,  e\^ery  autumn  the  farmers  of  these  ncAV 
districts  teamed  their  surplus  products  to  the  nearest  lake 
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shore  port,  from  which  these  were  shipped  to  the  sea,. for 
most  of  our  exports  at  this  time  were  sent  to  England. 
Conversely,  most  of  the  articles  which  we  needed  were 
brought  to  us  from  England. 

Our  population  was  for  a  long  time  almost  purely  agricul- 
tural in  spite  of  its  rapid  growth.  The  early  settlers  who 
came  from  the  United  States  or  Great  Britain  were  almost 
all  agi'iculturists,  and  even  those  who  were  not  found  them- 
selves virtually  compelled  to  resort  to  agriculture  once  they 
arrived  in  Canada.  The  lot  of  the  poorer  classes  in  England 
was  hard  at  this  time,  and  hence  a  great  many  came  to 
Canada.  As  a  result  we  have  a  rapidly  increasing  popula- 
tion. The  nucleus  of  the  ten  thousand  United  Empire 
Loyalists  in  Upper  Canada  in  1784,  grew  to  70,000  in  1806, 
95,000  in  1814,  i:  0,000  in  1824,  213,000  in  1830,  455,000 
in  1841,  952,000  in  1851,  1,396,000  in  1861.  The  600,000 
acres  of  land  cultivated  in  1826  increased  to  3,705,000  acres 
in  1851,  and  to  6,050,000  acres  in  1861. 

In  1830  there  were  only  five  towns  in  the  province  with 
over  1,000  population,  viz.:  Brockville,  1,130;  Hamilton 
(including  township)  2,013  ;  London  (including  township) 
2,415  ;  Toronto,  2,860  ;  Kingston,  3,587.  These  were  too 
small  to  provide  any  "home  market"  of  consumers  who 
could  use  up  the  farmers'  surplus  products.  In  1850  (ac- 
cording to  Smith's  "Canada,  Past,  Present  and  Future") 
the  population  of  Brockville  was  3,000  ;  Hamilton,  10,248  ; 
London,  5,124  ;  Toronto,  25,166  ;  Kingston,  10,097  ;  Brant- 
ford,  3,200.  Toronto  had  then  2^%  of  the  total  population 
of  Ontario  ;  she  has  15%  of  it  to-day. 

This  first  part  of  our  sketch  of  the  history  of  Canadian 
economic  development  may  be  said  to  close  with  1850.  In 
the  sixty-five  years  that  had  elapsed  since  the  settlement  of 
the  Province,  we  have  seen  the  individual  farmer  at  first  as 
a  sort  of  Robinson  Crusoe  thrown  upon  the  Northern  coast 
of  the  Great  Lakes  with  the  few  tools  and  necessaries  of  life 
saved  from  the  wreck  of  his  fortunes.  He  was  in  the 
position  of  having  to  do  everything  for  himself,  both  be- 
cause he  was  so  remote  from  anyone  else  and  too  poor  to 
pay  others  to  do  his  work  for  him.  Then  as  he  cleared 
more  land  and  began  to  produce  more  than  he  needed,  the 
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sale  of  the  surplus  to  the  troops  or  for  export  gave  him 
some  opportunit}'  of  acquiring  wealth  and  hiring  people  to 
do  for  him  what  he  could  do  for  himself  only  in  a  clumsy 
and  inefficient  way  ;  so  we  have  the  millers,  the  tailors,  the 
cobblers,  the  blacksmiths  and  wagon-makers,  masons  and 
carpenters,  pedlars  and  store-keepers  beginning  to  do  for 
the  farmer  Avhat  he  had  been  in  the  habit  of  doing  for  him- 
self. '  It  paid  him  to  let  them  do  it  and  to  devote  himself 
to  his  farm,  securing  the  largest  and  best  product  possible 
from  his  land.  Later  we  find  the  surplus  product  of  the 
farmer  becoming  sufficient  to  support,  though  in  a  poor  sort 
of  way,  professional  men,  teachers,  preachers,  doctors  and 
lawyers.  This  condition  is  somewhat  similar  to  that  exist- 
ing in  the  French  Canadian  seigneurie,  where  the  tithes 
collected  from  the  halntants  supi)orted  the  cure. 

The  old  life   had  its  charms — particularly  the  charm  of 
being   independent,    doing   everything   for   yourself.       The 
early  farmer  was  not  dependent  on  the  good-will  of  anyone. 
He  had  no  such  fear   as,    for   instance,    th-e   modern   fruit 
farmer  has,  of  a  strike  on  the  railway  preventing  his  fruit 
from  getting  to  market.      But  we  must  remember  that  thisj 
independence   meant  haixlship,   that  a  single  man  is  weak! 
against  nature,  that  it  is  impossible  for  one  individual  to  do 
all  things  well,  and  that  when  each  man  has  his  special  line 
of  production  in  which  he  is  an  expert,  production  l)ecomes 
most    efficient.       So    in    our    day    we    have   sacrificed    the  \ 
independence  of  the  individual  to  economic  efficiency — ;the  \ 
greatest  total  amount  of  ])roduct.     The  great  Adam  Smith, 
in  the  very  first  chapter  of  the  Wealth  of  Nations,  j^ointed 
out  the  great  advantages  of  the  division  of  lal)our,  taking 
the  manufacture  of  pins  as  an  example.     He  said  that  where 
one  man    working   alone    and  |)erf()rming  all  the  processes 
himself   could  make  perhai)S  20   pins    in  a   day,   ten   men 
dividing  the  processes  could  make  48,000  in  a  clay — 4,800 
each — an  enormous  increase  in  efficiency.     So  too,  our  farmer 
found  that  he  covild    not   make   flour   from    his   wheat   so 
efficiently  as  the  miller,  nor  make  shoes  so  efficiently  as  the 
shoemaker,  nor  build  so  well  as  the  masons  and  carpenters. 
Therefore  he  let  these  people  work  for  him,  and  paid  them 
out  of  the  greater  product  which  he  secured  through  being 
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able  to  devote  his  whole  time  to  his  farm,  and  he  gained  by 
doing  so.  This  division  of  labour  is,  as  we  shall  see  in  the 
next  lesson,  still  going  on  more  and  more  down  to  the 
present  time  and  greater  and  greater  efficiency  in  production, 
shown  by  increased  product,  has  been  the  result. 

The  student  may  su])i)lement  this  account  by  reference  to 
his  own  experience,  and  by  inducing  older  people  to  tell 
him  a])out  the  early  settlers  and  the  way  in  which*  they 
lived.  Professor  Wrong's  "A  Canadian  Manor  and  its 
Seigneurs"  will  give  him  a  good  idea  of  life  on  a  French 
Canadian  seigneurie,  and  Haight's  "  Country  Life  in  Canada 
Fifty  Years  Ago  "  or  Strickland's  "  Tw^ en ty  Seven  Years  in 
Canada  West"  will  give  him  a  fine  picture  of  early  life  in 
Ontario.  The  student,  to  get  full  value  out  of  the  work, 
should  apply  the  principles  he  learns  to  the  economic  develop- 
ment and  present  economic  condition  of  his  own  locality. 
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EXAMINATION  QUESTIONS 

ECONOMICS. 

LESSON  3. 

1.  What  are  the  chief  differences  between  early  methods 

of  production  and  those  in  vogue  to-day? 

2.  Describe  the  early  French-Canadian  seigneurie. 

8.  What  dues  did  the  seigneur  receive  from  the  habitants? 
What  services  did  he  render  them  in  return  ? 

4.      Describe  the  habitant's  method  of  making  his  living. 

•5.  Describe  the  life  of  the  early  United  Empire  Loyalists, 
and  their  first  efforts  at  agriculture.  How  did  they 
make  clothes  and  grind  their  grain  ? 

6.  Who   were  the  first   non-agricultural  workers  ?      How 

did  they  carry  on  their  respective  industries  ? 

7.  Give  reasons  for  the  rise  of  the  little  country  hamlets, 

with  their  blacksmith  shops,  taverns  and  little  stores. 
Why  has  the  business  of  most  of  them  declined  ? 

8.  Give  an  account  of  an  early  store.     Where  would  such 

stores  naturally  be  situated  ? 

9.  In  such  a  store,  what  commodities  would  probably  be 

dearer  than  to-day,  what  commodities  cheaper,  and 
why  ? 

10.  Why  did  prices  rise  in  the  war  of  LS12  ?  Why  do  they 
usually  rise  in  war-time  ? 

IL  Toronto  had  in  LSol  about  2^%  of  the  population  of 
Ontario,  in  1911  it  had  15%.  Why  such  a  dis- 
proportionate increase  ? 

12.  Give  instances  from  your  own  locality  to  show  the 
increasing  division  of  labour  in  industry.  Show 
how  it  makes  for  efficiency. 
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ECONOMICS 

LESSON    IV. 

Modern  Agriculture  and  Transportation. 
Agriculture. 


IN  the  last  lesson  we  dealt  with  the  development 
of  Canadian  agriculture  down  to  about  the  year 
1850,  and  showed  how  with  the  gradual  settlement 
of  the  country  there  was  a  continuous  process  of 
specialization  of  labour — how  at  first  the  pioneers 
produced  almost  everything  for  themselves,  and 
went  without  what  the}^  could  not  produce,  while 
at  a  later  date  they  were  able  to  hand  over  such  work  as 
tailoring,  blacksmithing,  shoe-making,  store-keeping,  etc., 
to  people  who,  through  exclusive  attention  to  these  res- 
pective branches  of  work,  were  able  to  produce  more 
efficiently  and  cheaply.  Production  is  most  efficient  where, 
as  the  old  proverb  has  it,  the  cobbler  sticks  to  his  last  and 
others  also  devote  themselves  exclusively  to  their  respective 
trades. 

In  the  present  lesson  it  falls  to  our  lot  to  study  the  later 
development  of  our  Canadian  agriculture — a  development 
which  proceeds  in  the  main  along  the  same  line  as  that 
already  noted — the  line  of  specialization,  or,  as  economists 
prefer  to  call  it,  the  division  of  labour.  There  is,  however, 
another  important  feature  in  the  development  of  agriculture 
during  the  past  half-century — the  introduction  of  agricultural 
machinery.  The  agriculture  of  the  present  differs  from  that 
of  the  period  Avith  Avhich  Ave  dealt  in  our  last  lesson  in  two 
main  points,  first,  the  greater  specialization  in  the  type  of 
agriculture  followed;  second,  the  introduction  of  machinery. 
I  find  it  advisable  to  deal  first  with  the  introduction  of 
machinery. 

Introduction  of  Machinery. 

The  farmer  of  half  a  century  ago  had  comparatively  few 
tools  to  help  him  in  his  farming.  He  had,  of  course,  his 
wagon,  his  plough,  spades,  shovels,  picks,  harrow,  etc.,  but 
the  part  of  his  work  in  Avhich  he  could  avail  himself  of  the 
help  of  machinery  was  far  smaller  than  it  is  to-day. 
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The  great  extension  of  the  use  of  machinery  may  be  seen 
from  the  statistics.  In  the  1861  census  of  Upper  Canada — the 
first  census  when  such  information  was  collected — the  farm 
lands  are  valued  at  $295,163,315;  the  farm  implements  used 
to  cultivate  them  at  $11,280,356 — about  one  twenty-sixth  of 
the  value  of  the  land.  According  to  the  census  of  1901  the 
value  of  farm  lands  in  Canada  was  $1,004,923,792  ;  of  farm 
implements,  $107,630,565.  The  value  of  the  implements  is 
thus  seen  to  be  more  than  one- tenth  the  value  of  the  lands. 
Indeed,  in  the  Western  provinces  it  reaches  one-sixth  of  the 
value  of  the  lands.  The  tendency,  we  may  safely  say,  is  for 
this  ratio  to  increase,  and  for  the  value  of  the  implements 
used  in  cultivating  the  land  to  bear  a  greater  proportion  to 
the  value  of  the  land  itself.  Mr.  C.  C.  James  points  out 
that  there  has  been  a  tendency  for  the  prices  of  agricultural 
machinery  to  decrease,  so  that  the  real  increase  in  the 
amount  of  agricultural  implements  in  use  is  much  greater 
than  is  indicated  by  the  figures.  Twelve  million  dollars 
worth  of  agricultural  machinery  was  produced  in  Cananda 
in  1905. 

What  is  the  consequence  of  this  great  increase  in  the  use 
of  machinery?  Simply  that  much  of  the  work  formerly 
done  by  the  manual  labour  of  human  beings  is  now  being 
performed  by  machinery,  which  has  to  a  very  large  extent 
taken  the  place  of  human  beings  on  the  farm  as  in  the  work- 
shop. By  its  aid  fewer  workers  are  now  able  to  turn  out  a 
greater  product  with  greater  ease  than  in  former  times.  The 
amount  of  drudgery  in  farm  labour  has  very  much  declined 
as  a  result,  and  the  average  farm  laborer  of  the  present  day, 
always  excepting  those  whom  we  may  call  apprentices  to 
farming,  is  a  more  intelligent  and  efficient  person  than  he 
was  50  years  ago,  as  it  is  necessary  for  him  to  have  a 
considerable  knowledge  of  machinery. 

' '  The  great  improvement  which  has  taken  place  in 
agricultural  methods  and  machinery  enables  the  relatively 
smaller  farm  population  to  satisfy  the  demand  for  agricul- 
tural produce  even  more  completely  than  in  the  past.  That 
is  to  say,  the  machine  power  introduced  into  farming  has 
more  than  taken  the  place  of  those  persons  and  their 
descendants  who  have  abandoned  agriculture.      It  has  been 
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estimated  that  in  1895  in  the  United  States  it  actually 
required  only  about  120,000,000  days'  work  to  produce  the 
nine  principal  farm  crops  of  that  year,  whereas  had  they 
been  produced  by  the  methods  and  machinery  of  1850,  at 
least  570,000,000  days'  work  would  have  been  required". 

(H.  W.  Quaintance,  "Influence  of  Farm  Machinery  on 
Production  and  Labour,"  pp.  27-29). 

If  we  accept  Mr.  ^Quaintance' s  conclusions,  we  see  that 
nearly  four-fifths  of  the  labour  put  upon  the  land  in  1850 
was  in  1895  done  by  machinery.  It  is  entirely  probable, 
though  the  paucity  of  our  statistics  makes  it  an  assertion 
impossible  to  prove,  that  the  same  holds  good  for  Canada  in 
1910 — that  a  given  quantity  of  agricultural  commodities  can 
be  produced  with  one-fifth  of  the  manual  labour  required  in 
1850.  Is  it  not  natural,  then,  that  the  surplus  labour  once 
employed  on  the  farms  resorts  now  to  the  towns,  as  the 
farms,  at  least  under  the  ordinary  system  of  extensive  farm- 
ing, can  no  longer  provide  that  labour  with  employment  ? 

Decline  in  Rural  Population. 

One  of  the  results  of  this  is  a  relative  decline  in  the 
population  of  old-established  farming  communities,  which 
now  require  less  labour  than  they  did  a  generation  ago. 
The  Ontario  Bureau  of  Industry  reports  that  in  the  compar- 
atively short  period  from  1900-1909  the  rural  population  has 
declined  from  1,108,874  to  1,047,000,  a  decrease  of  5.5%, 
while  in  the  same  years  the  urban  population  increased 
82.75%.  The  Dominion  census  of  1911  tells  the  same  story. 
The  aggregate  population  of  towns  of  4,000  or  more  inhabit- 
ants in  the  Dominion  of  Canada  has  increased  from 
1,200,000  to  2,400,000,  or  roughly  100%  ;  the  population  of 
rural  districts  and  villages. and  towns  under  4,000  has  in- 
creased from  4,200,000  to  4,800,000  or  14.2%.  This  is  the 
case  in  a  country  where  the  call  of  the  land  is  more  insistent 
and  the  opportunities  on  .the  land  are  perhaps  greater  than 
anywhere  else  in  the  world. 

The  very  considerable  shifting  of  our  agricultural  popu- 
lation to  the  cities  or  to  the  new  lands  of  the  West,  has  been 
going  on  for  some  forty  years.  Rural  Ontario,  in  its  more 
southern  parts  at  least,  was  probably  most  thickly  settled 
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about  1871,  and  the  present  rural  population  of  the  Province, 
even  taking  into  account  the  colonization  of  New  Ontario,  is 
only  about  equal  to  what  it  was  in  1867,  when  the  Dominion 
first  came  into  existence.  The  same  situation  exists  in  the 
Maritime  Provinces  and  nearly  the  same  in  Quebec,  where 
in  spite  of  the  agitation  for  the  colonization  of  the  Lake  St. 
John  country,  rural  population  is  practically  at  a  stand-still. 
It  is  only  in  the  three  Prairie  provinces  of  the  Dominion  that 
the  agricultural  population  can  be  said  to  be  on  the  increase. 

Some  examples  taken  from  old-settled  rural  communities 
will  emphasize  this  displacement  of  the  rural  population. 
They  can  be  duplicated  ahnost  anywhere  in  the  older  settled 
rural  communities  of  Eastern  Canada,  wherever  fruit  culture 
and  market  gardening  have  not  taken  the  place  of  the  former 
extensive  farming. 

The  township  of  Chinguacousy,  in  the  county  of  Peel,  is 
a  fertile  agricultural  district,  with  a  soil  well  adapted  for  the 
raising  of  root  and  grain  crops.  Its  population  at  the 
various  censuses  since  1861  is  as  follows: — 1861,  6,897  ; 
1871,  6,129;  1881,  5,476;  1891,  4,744;  1901,  4,177;  1911 
(assessor's  figures),  3,881.  There  are  only  49  people  now 
resident  in  the  township  for  every  100  resident  there  in 
1861 — a  decline  of  over  one-half. 

The  county  of  Prince  Edward  is  an  old-settled  agricultural 
community.  Its  population,  exclusive  of  the  town  of  Picton, 
is  as  follows:— 1861,  18,802;  1871,  17,975;  1881,  18,069; 
1891,15,602  ;  1901,  14,166;  1909,  (assessor's  figures),  12,382. 
This  shows  a  decline  of  34%,  and  is  unduly  favourable  to 
the  rural  population,  since  the  two  growing  villages  of 
Wellington  and  Bloomfield  have  had  to  be  included  through- 
out. 

The  county  of  Iberville  is  an  old-settled  agricultural 
community  in  the  Province  of  Quebec.  Its  population,  ex- 
clusive of  the  town  of  Iberville  was  in  1861,  15,301  ;  in 
1871,  13,916;  1881,  12,612;  1891,  10,183;  1901,  8,161. 
Here  we  have  a  decline  of  46  per  cent,  in  forty  years. 

The  population  of  King's  county.  Prince  Edward  Island, 
which,  with  the  exception  of  the  village  of  Georgetown,  is  an 
almost  purely  agricultural  community,  declined  from  26,433 
in  1881  to  19,826  in  1901,  a  decline  of  over  25  per  cent. 
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This  decline  in  rural  population  is  regarded  by  a  great 
many  keen  observers  as  a  national  calamity,  a  symptom  of 
decaying  vitality.  There  is  some  truth  in  the  allegation, 
but  it  appears  to  the  writer  to  be  very  greatly  exaggerated. 
City  life  in  these  days  is  not  usually  unsanitary  or  enervating, 
as  it  was  a  couple  of  generations  ago,  when  contagious 
diseases  rapidly  spread  unchecked  among  crowded  popu'ations 
and  weakened  those  whom  they  did  not  kill.  Nor  again  is 
farm  life  so  particularly  healthy  as  is  sometimes  imagined. 
Bad  water,  bad  cooking,  distance  from  medical  attention, 
and  ether  conditions  so  often  present  in  farm-life  tend  to 
make  life  on  the  farm  no  healthier  than  city  life.  The  great 
economic  reason  for  the  exodus  from  the  farms  is  simply 
that  there  is  not  sufficient  fairly-paid  work  there  to  give  the 
laborer  a  decent  living.  Our  winter  seems  inevitably  to  stop 
all  farm  activities  for  several  months,  and  the  laborer  who  can- 
not find  work  during  these  months,  naturally  drifts  to  the 
city.  If  the  city  provides  him  sufficient  fairly  well  paid 
w^ork,  he  stays  there.  Since  so  many  indoor  industries 
which  used  to  be  engaged  in  on  the  farms  during  the  w^inters 
have  migrated  to  the  cities,  it  is  only  natural  that  they 
should  carry  along  wdth  them  the  labour  Avhich  they  formerly 
employed  on  the  farm. 

Specialization  in  Farming. 

While  early  specialization  in  Canadian  agriculture  was  con- 
cerned mainly  with  taking  over  from  the  farmer  duties  which 
have  no  necessary  relation  to  farming  at  all,  the  later 
specialization  is  mainly  in  the  different  branches  of  agricul- 
ture itself.  It  is  now  recognized  that  farming  is  not  a  single 
industry,  but  a  great  body  of  industries.  No  man  can  be  an 
expert  in  all  kinds  of  farming  at  the  same  time.  The  life  of 
the  fruit  farmer  of  the  Niagara  Peninsula  or  the  Annapolis 
Valley  or  the  dairy  farmer  of  Ontario  or  Nova  Scotia,  is 
very  different  indeed  from  that  of  the  wheat  farmer  of  the 
prairies.  If  any  one  of  them  were  transplanted  into  the  place 
of  any  other,  he  would  find  himself  with  a  very  great  deal 
to  learn,  and  Avould  make  many  mistakes  in  the  learning  of 
it.  On  the  Avhole,  the  productive  power  of  the  country 
would  be  lessened  by  the  interchange  of  work.     As  things 
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are,  we  find  the  fruit  farmer  of  the  Niagara  Peninsula  obtain- 
ing his  Avheat  from  Manitoba  and  his  milk  from  the  dairy 
farmers  of  the  higher  grounds  near  his  farm.  The  prairie 
farmer  gets  his  fruit  from  Ontario.  The  dairy  farmer  very 
probably  does  not  produce  enough  wheat  to  feed  his  own 
family.  All  these  are  interdependent  on  each  other.  It  is 
J  usually  a  mistake  to  say  that  the  modern  farmer  is  economic- 
I  ally  independent  of  the  rest  of  the  world.  The  fact  is  that 
if  he  is  a  progressive  farmer  he  will  confine  himself  to  his 
specialties,  and  will  depend  upon  other  farmers  to  supply 
him  with  many  of  his  food  products.  There  is  one  quali- 
fication to  be  made  to  this  statement.  If  the  farmer's 
specialties  occupy  him  only  at  certain  seasons  of  the  year, 
he  may  very  well  devote  himself  to  work  which  can  be  done 
at  a  time  when  it  will  not  interfere  with  his  main  vocation, 
even  though  he  is  not  an  expert  at  this  second  kind  of  work. 
This  increasing  division  of  labour  among  farmers  issues 
I  from  two  main  causes.  (1).  The  farmer  learns  to  grow  those 
l-crops  which  his  land  is  best  adapted  to  produce.  (2).  He 
learns  to  grow  those  crops  in  the  production  of  which  he  is 
most  proficient.  It  is  on  record  that  the  early  farmers 
neglected  the  fruit  lands  on  the  south  shore  of  Lake  Ontario 
as  worthless,  because  they  were  not  adapted  to  the  production 
of  wheat.  It  was  not  until  long  afterwards  that  this  land 
was  found  to  be  admirably  adapted  to  the  production  of 
fruit.  In  order  to  secure  efficient  production,  then,  it  is 
necessary  to  have  the  right  man  on  the  right  land. 

The  chief  essential  to  a  properly  specialized  system  of 
farming  is  the  formation  of  associations  interested  in  various 
specialties  and  the  widespread  dissemination  of  information 
on  all  sorts  of  subjects  interesting  agricultui-ists  of  various 
kinds.  Such  are  the  "Dominion  Fruit-growers  Association" 
and  the  association  of  the  breeders  of  Jersey  cattle.  The  func- 
tion of  encouraging  such  organizations  and  promoting  agricul- 
tural education  is  performed  fairly  well  by  the  Federal  and 
most  of  the  Provincial  Governments  as  is  evidenced  by  the 
Dominion  Experimental  farms  and  the  Ontario  Agricultural 
College.  Also  it  is  of  importance  to  have  in  each  section 
what  we  might  call  an  agricultural  chemist  who  after 
analyzing  their  soils  will  tell  the  farmers  what  crops  to  grow. 
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The  Ontario  Government  has  lately  adopted  the  plan  of 
putting  an  agricultural  expert  into  each  county.  He  should 
be  able  to  advise  on  varieties  of  seeds,  etc.  All  money 
wisely  spent  in  furthering  agricultural  development  is  sure 
to  be  exceedingly  reproductive.  The  state  can  spend  money 
in  no  better  way.  (The  student  should,  if  possible,  procure 
the  31st.  annual  report  of  the  Ontario  Agricultural  and 
Experimental  Union,  1909,  and  read  Mr.  C.  C.  James' 
account  of  his  visit  to  Svalof,  Sweden,  where  a  new  variety 
of  wheat  has  been  produced,  which  in  1908  yielded  on  one 
plot  70.4  bushels  to  the  acre,  and  on  the  average  of  all 
experiments  in  that  year  yielded  56.2  bushels  to  the  acre. ) 

The  effect  of  an  enlightened  policy  with  regard  to 
agriculture  can  be  clearly  shown  by  our  Canadian  statistics. 
In  1901  there  were  472,000  farmers  producing  to  the  extent 
of  $365,000,000 — an  average  production  of  $769  worth  of 
commodities.  There  were  estimated  to  be  in  1909  575,000 
farmers  in  Canada  with  a  total  population  dependent  upon 
agriculture  of  3,775,000,  an  investment  in  this  basic  industry 
of  $2,440,000,000,  and  a  yearly  agricultural  revenue  of 
$700,000,000,  or  $1,217  per  farm.  The  great  increase  is,  of 
course,  partly  due  to  the  higher  price  of  the  farmer's  products 
in  1909,  but  it  is  attributable  mainly  to  the  better  type  of 
farming  and  better  agricultural  education,  more  careful  dis- 
crimination between  different  varieties  of  seeds,  etc.  In  spite 
of  occasional  bad  seasons,  the  farmer  is,  on  the  average, 
better  off  every  year,  and  the  prospects  of  Canadian  agricul- 
ture and  Canadian  agriculturists  are  of  the  brightest. 

Transportation. 

In  order  that  the  specialization  which  we  have  described  | 
may  exist  among  the  agricultural  community,  it  is  essential 
that  the  specialist  in  one  kind  of  production  shall  be  able  to  ^ 
send  his  surplus  products  away  to  some  other  specialized 
producer  who  sends  in  return  a  portion  of  his  surplus 
product.  The  wheat  farmer  from  Brandon  sends,  directly 
or  indirectly,  his  surplus  commodities  to  the  Niagara  fruit 
farmer  and  receives  the  latter' s  surplus  fruit  in  exchange. 
Both  of  them  profit  by  the  transaction.  The  Manitoba  wheat 
farmer  gets  his  fruit  cheaper  and  the  Ontario  man  his  wheat 
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cheaper  than  he  could  have  produced  it  himself.     There  is 
a  real  gain  to  both  sides. 

What  makes  the  gain  possible  ?  Clearly  the  possibility  of 
sending  fruit  from  Ontario  to  Manitoba,  and  grain  from 
Manitoba  to  Ontario  at  a  reasonably  moderate  cost  of  trans- 
portation. If  that  cost  were  too  high,  or  if  the  transportation 
agencies  suddenly  ceased  to  act,  the  goods  would  cease  to  be 
sent,  and  the  Westerner  would  be  forced  to  produce  his  fruit 
himself,  and  the  Easterner  his  wheat.  If  a  strike  of  all  our 
transportation  employees  occurred,  our  cities  would  be  in  a 
state  of  starvation  within  a  few  Aveeks — perhaps  in  a  few  days. 
If  a  man  ceases  to  produce  the  necessaries  of  life  for  himself, 
he  becomes  dependent  on  other  men  to  produce  those 
necessaries  for  him.  And  if  others  produce  those  necessaries 
for  him  in  return  for  the  commodities  which  he  produces, 
then  it  is  necessary  that  those  commodities  of  theirs  shall 
be  brought  to  him  and  his  surplus  commodities  taken  to 
them.  This  costs  money,  and  it  may  well  be  that  in  some 
cases  it  will  be  found  that  although  A  does  not  produce  a 
certain  commodity  so  efficiently  as  B,  yet  it  will  be  better 
for  A  to  produce  it  for  himself  than  to  pay  B  for  it  at  B's 
place  of  business  and  then  pay  for  the  labour  of  bringing  it 
home.  Whenever  transportation  takes  place,  an  actual 
service  has  been  performed — to  put  it  in  economic  language, 
a  place-utility  is  created. 

All  agriculture — and  indeed  all  other  business — is  pro- 
foundly affected  by  the  increasing  cheapness  and  rapidity  of 
transportation,  which  has  made  it  possible  for  farmers  to 
specialize — for  the  farmers  of  the  Niagara  peninsula  to  ex- 
change their  surplus  fruit  for  the  surplus  wheat  and  flour  of 
the  North- West.  Of  course,  the  fruit  costs  the  Manitoba 
farmers  more  than  it  would  have  cost  consumers  in  Hamilton, 
but  it  costs  them  less  than  it  would  have  cost  them  to  pro- 
duce it  themselves.  (This  is  an  extreme  example,  as  many 
fruits  cannot  be  raised  in  Manitoba  without  greenhouses  and 
steam-heat,  but  it  illustrates  the  general  principle.) 
[  Cheap  transportation  and  easy  communication  are  primary 
inecessities  in  the  life  of  a  modern  society.  Every  business 
man  that  you  talk  to,  every  newspaper  that  you  pick  up, 
has  something  to  say  about  passenger  rates,    freight  rates, 
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good  roads,  canals,  lake  and  river  transportation,  the  carriage 
of  letters  and  express  parcels,  telephones  and  telegraphs,  etc. 
A  strike  on  the  railroads  or  in  the  telephone  service  causes 
the  greatest  inconvenience  to  thousands,  perhaps  to  hundreds 
of  thousands.  To  take  only  one  or  two  instances:  the  milk 
supply  of  Toronto  or  Montreal  or  any  other  large  city  could 
easily  be  shut  off  by  a  strike  affecting  the  railway  lines. 
The  coal  supply,  which  is  rarely  sufficient  for  more  than  a 
few  weeks  at  the  most,  would  be  similarly  affected.  The 
suffering  inflicted  upon  those  who  dwell  in  cities  would  be 
incalculable.  Transportation  is,  then,  a  very  important 
factor  in  the  economic  life  of  a  country.  It  cannot  be  left 
entirely  to  employers  and  employees  to  say  just  when  that 
transportation  should  be  stopped.  The  public  is  deeply! 
concerned  with  rates  and  prospective  stoppages  of  trans-l 
porta tion,  so  we  have  the  Government  appointing  a  permanent 
Railway  Commission  to  fix  rates,  and  passing  an  Industrial 
Disputes  Act  to  compel  an  investigation  of  the  causes  of 
quarrels  between  masters  and  men  which  threaten  to  tie  up 
the  business  of  the  country.  This  public  investigation 
usually  leads  to  a  peaceful  settlement  of  the  quarrel. 

Water  Transportation. 

Water  transportation  is  much  cheaper  than  land  carriage. 
Bafore  the  era  of  railroads,   the  difference  was  even  greater 
than  it  is  to-day.     The  early  settlers    of  Canada  naturally! 
settled  where  water  transportation  was  available,  as  the  thick  I 
bush  made  land  transportation  very  difficult.     During  the  j 
whole  earlier  history  of  the  country — before  the  age  of  rail-  \ 
roads — water  transportation  was  everywhere  in  use.      During  1 
the  whole  of  the  French  and  the  early  part  of  the  English 
occupation  of  Canada,  the  St.  Lawrence  was  the  chief  means 
of  communication.     After  the  commencement  of  settlement 
west  of  the  Lachine  Rapids,  it  became  necessary  to  portage 
goods  where  the  water  was  unnavigable.     This  cost  a  lot  of 
money  ;  therefore  we  have  canals  built  in  order  to  avoid  the 
necessity  for   it.     Short   canals   at    the   rapids   of   the   St. 
Lawrence  were  constructed  1779-1781,  and  were  enlarged  in 
1804  and  1817.     The  Lachine  canal  was  constructed  1821- 
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1 1825,  and  the  Welland  1824-1829.  The  Rideau  canal  was 
constructed  by  the  Imperial  Government  about  1834,  and 
was  a  way  by  which  immigrants  came  up  to  Canada  West, 
until  the  enlargement  of  the  St.  Lawrence  canals  in  1847 
permitted  direct  passage  up  the  river  to  Kingston.  Our 
canals  and  river  service  have  been  eclipsed  as  a  passenger 
service  by  our  railways,  but  for  slow  and  heavy  freight, 
water  transportation  is  still  everywhere  preferred  on  account 
of  its  superior  cheapness.  The  initial  cost  of  these  canals 
has  been  about  $97,000,000. 

To-day  we  have  in  existence  a  great  freight  route  from 
Port  Arthur  and  Fort  William  to  Lake  Erie,  by  way  of  the 
Sault  Ste.  Marie  canal.  We  have  schemes  for  enlarging  our 
canals  on  the  St.  Lawrence  system,  and  for  a  new  Welland 
which  will  allow  large  ocean  freight  steamers  to  come  right 
up  the  river  and  through  the  Great  Lakes  up  to  the  head  of 
navigation  at  Port  Arthur  and  Duluth  on  Lake  Superior. 
*This  would,  of  course,  cost  immense  sums  of  money,  but  it 
would  be  Avell  worth  all  it  costs  us  to  be  able  to  send  our  grain, 
etc.,  from  Port  Arthur  to  Liverpool  without  transhipment. 
The  expense  of  transhipment  is  very  considerable,  and 
various  delays  are  involved.  No  doubt  there  will  finally 
be  adopted  some  comprehensive  scheme  of  canal  construc- 
tion, but  just  at  present  Canada  has  many  ways  in  which  to 
expend  her  borrowed  money. 

Roads. 

The  roads  of  Canada  before  the  time  of  the  railroads  ran 
back  from  or  alongside  water  routes,  or  often  formed  portages 
between  two  spaces  of  water  communication.  Thus  in 
Upper  Canada  main  roads  run  for  the  most  part  north  and 
south,  except  the  great  east  and  west  road  which  runs  along 
the  St.  Lawrence  and  Lake  Ontario  west  to  Goderich. 
With  the  exception  of  a  few  of  these  principal  roads,  the 
highways  throughout  the   Province   of  Ontario,   as  well  as 

^Vessels  of  15,000  tons  belonging  to  the  United  States  Steel  Cor- 
poration now  bring  down  ore  from  Northern  Michigan  and  Wisconsin 
to  Erie  and  Buffalo.  The  chief  hindrances  to  navigation  are  between 
Buffalo  and  Montreal,  and  the  deepening  of  the  Welland  Canal  and 
the  St.  Lawrence  canals  would  remove  these  hindrances. 
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most  of  those  elsewhere  in  Canada,  have  been  shamefully 
neglected.  The  primitive  method  of  paying  one's  road  tax 
by  working  on  the  roads  (statute  labor)  is  still  widely 
prevalent,  and  as  long  as  that  is  the  case,  little  real  improve- 
ment of  roads  repaired  in  that  way  can  be  effected.  It 
seems  a  curious  commentary  on  the  lack  of  enterprise  dis- 
played by  so  many  farmers,  and  the  low  value  which  they 
put  upon  their  time  that  we  find  them  performing  statute 
labor,  when  the  cost  of  commutation  is  only  $1.00  per  day. 
Of  late  years  the  good  roads  movement  has  arisen,  and 
expert  road  makers  are  being  employed  in  a  number  of 
counties  to  macadamize  the  principal  roads.  The  Province 
of  Ontario  has  thus  expended  $1,000,000,  and  the  counties 
$2,000,000  within  the  past  ten  years.  Nothing  could  be  a 
greater  boon  to  the  agriculturist  than  this  improvement  of 
roads,  which  decreases  his  cost  of  transportation,  making  the 
cost  of  bringing  wheat  to  market,  let  us  say  five  cents  per 
bushel  instead  of  ten  cents.  The  same  saving  of  effort  takes 
place  in  everything  transported  to  or  from  the  farm,  and  the 
result  is  a  considerable  addition  to  the  farmer's  income  and 
to  the  cash  value  of  his  farm. 

Railways. 

The  greatest  transportation  agencies  in  Can'ada  to-day  are 
the  steam  railways,  which  form  the  bands  that  link  our 
widely  scattered  provinces  together.  Without  the  railway 
the  Dominion  could  scarcely  have  been  extended  west  of 
Lake  Superior,  and  the  agreement  with  British  Columbia 
which  carried  our  boundaries  to  the  Pacific  Ocean,  had  as 
its  chief  condition  the  construction  of  the  Canadian  Pacific 
Railway.  The  continuance  of  a  vigorous  policy  of  railway 
construction  appears  to  be  the  only  way  in  which  we  shall 
be  able  to  secure  the  settlement  of  our  vast  territories 

The  whistle  of  the  locomotive  engine  was  first  heard  in 
Canada  in  the  year  1836,  when  our  first  railway,  almost  a 
toy,  was  constructed  from  Laprairie  to  St.  Johns,  Quebec,  a 
distance  of  16  miles.  For  a  time  progress  was  slow.  In 
1850  there  were  still  only  66  miles  of  line  in  Canada,  but 
the  next  decade  saw  a  considerable  development.  In  1853 
the  Northern  Railway  was  opened  from  Toronto  to  Bradford; 
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in  1856  communication  was  established  between  Toronto  and 
Montreal,  and  in  1858  between  Toronto  and  Sarnia  by  means 
of  the  Grand  Trunk  Railway.  Thus  in  1860  there  were  2,065 
miles  of  railway  in  the  country.  In  1870  there  were  2,617 
miles:  in  1880,  7,194  miles;  in  1890,  18,151  miles;  in  1900, 
17,657  miles;  in  1910,  24,731  miles  of  line — the  largest 
amount  of  line  in  any  country  of  our  population  in  the 
world.  The  great  increase  in  the  service  rendered  by  the 
railways  is  shown  by  the  fact  that  whereas  5,190,416 
passengers  and  5,670,886  tons  of  freight  were  carried  in  1875, 
in  1910,  35,894,575  passengers  and  74, 482, 866  tons  of  freight 
were  carried  by  them.  Canadian  railways  (excluding  those 
owned  by  the  Government)  had  at  the  end  of  1910  a  total 
capital  of  $1,410,297,687,  gross  earnings  of  $178,956,217, 
working  expenses  of  $120,405,440.  Their  net  earnings  were 
thus  $53, 550, 877. 

i  The  railroad,  like  other  transportation  agencies,  earns  its 
(money  practically  as  a  toll.  Just  as  the  miller  mentioned 
in  our  last  lesson  levied  a  toll  upon  the  Avheat  which  he 
ground — 1/10  or  1/12  as  the  case  might  be — so  the  railroad' s 
freight  earnings  are  simply  a  toll  on  the  commodities  con- 
vej^ed  by  it  from  the  producer  to  the  consumer.  Conceiv- 
ably it  might  take  these  tolls,  as  the  miller  did,  in  kind — in 
wheat  or  other  grain,  etc.  But  that  would  involve  much 
trouble  in  many  ways,  so  the  railroad  prefers  to  get  its 
receipts  in  actual  money.  With  this  money  it  pays  its  work- 
men, keeps  its  lines  in  repair,  maintains  its  rolling  stock, 
and  the  $53,000,000  net  profits  represents  the  excess  of 
receipts  over  disbursements.  This  money  goes  to  those  who 
have  invested  their  capital  in  the  building  and  equipping  of 
railways,  which  they  would  not  have  done  if  they  had  not 
expected  some  gain  from  the  investment.  Assuming  that 
the  $1,410,297,687  of  stock  represents  capital  actually 
invested,  the  dividend  to  the  shareholders  is  not  very  great, 
averaging  less  than  4%  on  their  investment. 
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EXAMINATION  QUESTIONS 
ECONOMICS. 

LESSON  4. 

1.  Show  by  statistics  the  increase  of  the  use  of  agricultural 

machinery  in  Canada.  Is  the  use  of  machinery  in- 
creasing in  your  neighborhood  ?  Are  the  farmers  who 
use  the  most  machinery  making  the  most  money  ? 

2.  What  has  been  the  general  influence  of  the  introduc- 

tion of  machinery  upon  the  character  of  the  agricul- 
tural population  ? 

3.  Is  the  rural  population  increasing  or  diminishing   in 

your  neighborhood  ?  Give  a  full  explanation.  (Vol- 
umes of  the  Dominion  census  are  to  be  found  in 
almost  every  public  hbrary.) 

4.  Is  the  decline  of  rural  population   a   calamity?  Give 

reasons  for  your  answer. 

5.  Give  instances  from  your  experience  of  specialization 

in  farming.  Does  the  specializing  farmer  make  more 
money  or  live  better  than  the  farmer  who  does  not 
specialize  ? 

6.  Quote  statistics  showing  the   increase    of   agricultural 

production  in  Canada.  What  qualifications  are  to  be 
made  in  accepting  these  statistics  ? 

7.  What  would  be  the  result  in  your  district  of  a  general 

strike  of  railway  employees  in  the  summer?  in  the 
winter  ? 

8.  How   does   the   government   show   its  interest  in    the 

business  of  transportation  ? 
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9.  Draw  a  map  of  Eastern    Canada,    showing   the   chief 

canals,  and  tell  how  they  are  useful  to  the  country. 
( See  section  on  canals,  Canada  Year  Book,  obtainable 
through  your  M.  P.  ) 

10.  What  are  the  best  roads  in  your  A^cinity  ?     When  were 
they  constructed  and  how  are  they  maintained  ? 

11.  Trace  the  growth  of  the  railway  system  of  Canada. 
How  is  it  being  extended  at  the  present  time  ? 

N.B. — Students  would  do  well  to  consult  the  good  farmers 
and  business  men  of  their  neighborhood  in  framing  their 
answers  to  these  questions.  Also  they  should  make  use  of 
such  government  publications  as  the  Dominion  Census  and 
the  reports  of  the  Provincial  Bureaus  of  Industry. 
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LESSON    V. 

The  Manufacturer 

THOSE  who  have  carefully  studied  the  preceding 
lessons  cannot  have  failed  to  be  impressed  with 
tlie  great  difference  between  our  methods  of 
production  and  those  of  our  ancestors.  We 
have  noted  these  advances  in  the  case  of  agri- 
culture— the  change  from  the  scythe  to  the 
reaper,  from  the  hoe  to  the  cultivator,  from 
the  hand-rake  to  the  horse-rake — from  le?s  efficient  to  more 
efficient  methods  of  production,  involving  the  division  of 
labour  and  increasing  specialization.  This  change,  we  have 
seen,  has,  by  its  widespread  and  far-reaching  consequences, 
deserved  the  name  by  which  it  is  sometimes  called — the 
' '  agricultural  revolution. ' ' 

Greater  even  than  the  agricultural  is  the  indtustrial'  revo- 
lution— the  supersession  of  the  old  domestic  system  by  the 
factory  system  of  industry  in  what  we  call  manufactures. 
That  word  itself  gives  us  a  clue  to  the  nature  of  the  change. 
It  comes  from  the  Latin  words,  manus,  a  hand,  and  facere, 
to  make.  It  means,  therefore,  "to  make  with  one's  hands," 
and  any  person  who  made  articles  by  the  labour  of  his 
hands  was  called  a  "manufacturer"  in  the  original  sense  of 
the  words,  while  his  workshop  might  be  called  a  "  manu- 
factory'," a  word  which  has  been  abbreviated  into  "fac- 
tory." 

Our  modern  manufacturer,  however,  does  not  work  with 
his  hands.  He  has  machines  to  do  it  for  him,  and  employees 
to  tend  the  machines.  He  himself  works  with  his  head 
rather  than  with  his  hands.  Again,  when  we  speak  of  a 
"factory"  we  do  not  mean  what  men  originally  meant — a 
little  shop,  whose  owner  works  there  with  his  hands.  We 
think  of  a  great  shop,  with  belts  andl  machinery,  or  pos- 
sibly electric  motors,  whizzing  continually,  and  with  a  con- 
siderable mimber  of  people  busily  engaged  in  these  shops 
for  so  many  hours  every  day. 
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What  is  a   Factory? 

There  has  been  some  dispute  about  which  is  the  more 
fundamental  idea  in  the  word  ''factory,"  as  we  apply  it 
to-day.  Would  the  concourse  of  wao^e-earners  working  each 
man  with  his  own  hand-power,  constitute  a  factory  if  there 
were  no  machinery  at  all,  no  engines,  no  belts,  no  motive 
power?  For  example,  is  a  place  where  men  co-operate  in 
painting  buggies  by  hand  a  factory?  The  best  authorities 
say  it  is ;  but  whether  such  a  place  may  be  included  or  not, 
the  typical  factory  suggested  to  our  minds  by  the  word  is 
one  where  some  motive  force — water,  steam,  or  electricity — 
is  continuously  used  in  manufacture.  In  most  cases,  in- 
deed, it  is  the  location  of  this  motive  power  in  some  certain 
place  which  has  made  it  expedient  for  wage-earners  to  come 
together  there  from  all  points  of  the  compass^  to  secure 
work  that  they  could  not  secure  at  home.  Mr.  Carroll  D. 
Wright,  in  his  well-known  Report  on  the  Factory  System  of 
the  United  States,  gives  the  following  definition : 

''A  factory  is  an  establishment  where  several  workmen  are 
collected  for  the  purpose  of  obtaining  greater  and  cheaper 
conveniences  for  labor  than  they  could  procure  individu- 
ally at  their  homesi;  for  producing  results  by  their  com- 
bined efforts  which  they  could  not  accomplish  separately; 
and  for  preventing  the  loss  occasioned  by  carrying  articles 
from  place  to  place  during  the  several  processes  necessary 
to  complete  their  manufacture.  The  principle  of  a  factory 
is  that  each  laborer,  working  separately,  is  controlled  by 
some  associating  principle  which  directs  his  producing 
powers  to  effect  a  common  result  which  it  is  the  object  of, 
all  collectively  to  attain.  Factories  are  therefore  the  legi- 
timate outgrowth  of  the  universal  tendency  to  association 
which  is  inherent  in  our  nature,  and  by  the  development  of 
which  all  industrial  success  has  been  gained ;  and  from  this 
principle  springs  the  neeessity  for  subdivision  of  labor, 
without  which  the  factory  system  would  have  met  with  but 
feeble  growth.  The  more  the  principle  of  association  ap- 
pears prominent  in   any  species  of  prodfuction,   the  more 
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rigidly  does  it  become  entitled  to  the  name  of  factory,  and 
the  more  generally  does  it  receive  the  name  in  common 
parlance." 

In  manufacture,  just  as  in  agriculture,  great  increase  in 
production  arises  from  the  division  of  labour,  independent 
of  anything  else.  That  division  of  labour  is  best  attained 
where  men  who  perform  different  operations  upon  the  same 
article  are  working  in  the  same  workshop ;  also,  there  is  less 
loss  of  time  than  if  each  man  performed  this  operation  in 
his  own  cottage,  as  he  might  conceivably  have  done. 

These  are,  nevertheless,  minor  advantages  as  compared 
with  that  of  having  the  powers  of  nature — water-power, 
siteam-power,  or  electric-power — harnessed  at  a  certain 
place  to  do  your  bidding.  It  was  indeed  Watts'  invention 
of  the  steam-engine  which  gave  the  death-blow  to  the  old 
system  of  producing  manufactured  goods,  of  weaving,  spin- 
ning, etc.,  in  the  worker's  own  house — the  domestic  system 
as  it  was  called — and  inaugurated  the  industrial  or  factory 
system  as  we  understand  that  word  to-day. 

To  us  to-day  the  mechanical  marvels  which  spring  from 
man's  control  over  the  powers  of  nature  are  an  old  story, 
and  we  find  it  difficult  to  work  up  any  great  enthusiasm 
over  labour-saving  machinery.  We  cannot  realize  how 
wonderful  the  steam  railway  seemed  to  the  contemporaries 
of  George  Stephenson,  or  the  power  loom  to  the  men  who 
witnessed  its  introduction.  Yet  the  effect  of  such  inven- 
tions in  the  different  societies  where  they  have  been  success- 
fully introduced  is  simply  incalculable.  Britain,  where 
they  first  came  into  use,  owes  her  triumph  over  her  great 
enemy  in  the  Napoleonic  war  even  more  to  her  machine  in- 
dustry than  to  the  victories  of  Nelson  and  Wellington.  The 
great  prosperity  proceeding  from  her  unprecedented  rate  of 
production  enabled  her  to  finance  the  most  expensive  war 
in  the  history  of  the  world. 

The  Industrial   Revolution 

The  industrial  revolution  began  in  England  in  the  latter 
half  of  the  eighteenth  century  with  inventions  which  com- 
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pletely  ch'an'ged  the  character  of  the  woollen  and  cotton 
trades.  Spinning  was  the  general  employment  of  unnMr- 
ried  girls  who,  even  to-day,  are  in  law  described  as  spinsters. 
These  girls  were  unable  to  spin  enough  yarn  for  the 
weavers,  and  when  John  Hargreaves  invented  the  spinning- 
jenny,  by  which  one  spinner  could  spin  many  threads  at  a 
time,  it  gave  a  great  stimulus  to  weaving  by  providing  an 
almost  unlimited  supply  of  raw  material.  Richard  Ark- 
wright  also  invented  a  water-power  frame  for  spinning, 
and  Edmund  Cartwright,  a  clergyman,  invented  tbe  powder- 
loom.  The  utility  of  these  various  machines  was  enor- 
mously increased  by  eTam'CS  Watts'  steam-engine,  which  was 
soon  applied  to  the  work  of  running  them.  (Cartwright  at 
first  used  a  bull  to  operate  his  power-loom,  but  after  a  time 
he  set  up  a  steam-engine.)  Gradually- — more  gradraally 
than  would  be  the  case  now — the  new  machines  came  into 
general  use,  and  greatly  decreased  the  cost  of  producing 
cotton  and  woollen  cloth.  The  competition  of  the  machines 
proved  most  disastrous  to  the  handworkers,  who  were 
driven  to  starvation  and  pauperism. 

Industrial  Supremacy  of  England 

In  spite  of  all  this,  the  introduction  of  the  new  machinery 
marked  an  enormous  advance  in  national  prosperity.  It 
gave  the  British  people  a  tremendous  advantage  over  those 
of  other  countries.  The  English  machine-worker  could 
make  far  more  of  a  given  product  in  a  given  time  than  a 
Continental  hand-worker,  and  although  he  got  higher 
wages,  his  wages  were  less  per  unit  of  product,  so  that  he 
was  cheaper  to  his  employer.  Thus  the  English  manufac- 
turer could  sell  his  goods  on  the  Continent  for  less  than 
the  price  at  which  the  Continental  producer  could  compete. 
This  English  monopoly  of  machine  production  went  on  for 
a  generation  at  least,  and  as  a  consequence  of  it  all,  we 
have  the  Continental  nations  crying  out  for  protection 
against  the  cheap  wares  of  England;  and  yet  those  wares 
were  produced  by  workmen  who  were  much  better  off  than 
their  own. 
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Here  is  a  German  tribute,  written  in  1805,  to  the  commer- 
cial supremacy  of  England:  "A  nation  that  by  her  ac- 
tivity and  the  genius  of  her  citizens,  manufactures  its 
numberless  articles  of  merchandise,  infinitely  finer,  in  much 
superior  workmanship,  in  far  more  exquisite  goodness,  than 
all  other  nations,  without  exception;  and  that  is  able  to 
sell  them  infinitely  cheaper,  owing  to  her  adtmirable 
engines,  her  machines,  and  her  native  coal ;  a  nation,  whose 
credit  and  w^hose  capital  is  so  immense  as  that  of  England; 
surely  such  a  nation  must  render  all  foreigners  tributary ; 
and  her  very  enemies  must  help  to  bear  the  immense 
burthen  of  her  debt  and  the  enormous  accumulation  of 
her  taxes." 

The  unsettled  state  of  the  Continent  of  Europe  during 
the  Napoleonic  wars  made  it  inadvisable  for  the  capitalists 
of  that  period  to  invest  their  money  in  buildings  and  fac- 
tories which  might  at  any  moment  be  destroyed  by  con- 
tending armies.  Indieed,  the  forced  contributions  levied  by 
Napoleon  upon  his  own  and  other  nations  absorbed  the 
greater  part  of  the  savings  of  that  period.  England  thus 
achieved  a  commercial  and  manufacturing  supremacy 
which  was  for  some  time  unchallenged.  By  the  end  of  the 
wars,  her  manufacturers  had  acquired  a  connection  and  a 
supremacy  which  made  it  very  difficult  for  the  manufactur- 
ers who,  after  1815,  began  to  build  factories  in  other  coun- 
tries, to  compete  with  the  English.  But,  as  happens  in  the 
political  life  of  nations,  predominance  provokes  jealousy 
and  attack.  The  other  leading  nations  of  the  world  felt 
themselves  too  much  at  the  m'ercy  of  England,  and  there- 
fore they  began  to  encourage  native  manufactures  by 
bounties  and  import  duties,  just  as  we  in  Canada  are  en- 
couraging our  manufactures  by  these  methods  to-day.  This 
policy  has  been  pursued  most  deliberately  by  Germany,  at 
firsit  through  the  Zollverein  or  Customs  Union  of  the  separ-  i 
ated  German  States,  and  later  through  the  Imperial  Gov- 
ernment, and  by  the  United  States. 

In  both  these  countries,  as  well  as  in  most  others,  we  find 
the  governments  placing  a  more  or  less  heavy  duty  on  the 
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importation  of  foreign  mianufaetured  goods.  Their  aim  was 
to  encourage  native  producers  to  set  up  in  business  for 
themselves,  and  to  give  them  financial  aid,  either  directly 
by  bounties  or  indirectly  by  customs  duties,  until  they  had 
accumulated  large  capital  and  were  able  to  compete  on  even 
terms  with  the  long-established  British  manufacturers!  of 
these  articles.  In  the  meantim^e  the  people  of  the  protecting 
country  who  were  not  engaged  in  these  industries  were 
paying  higher  prices  than  was  really  necessary  in  order  to 
help  the  producer  of  these  goods.  This  policy  may  have 
been  worth  while,  but  certainly  the  consumer  has  had  to 
pay  for  it.  It  is  possible,  however,  that  when  the  protected 
industries  finally  become  established  and  their  protection  is 
removed,  they  may  be  able  to  sell  to  their  consumers 
cheaper  than  foreign  prodiucers  could,  since  they  will  then 
be  able  to  produce  as  cheaply  as  their  foreign  competitors, 
while  their  cost  of  transportation  will  be  less.  Thus  the 
consuming  class  may  in  the  end  be  compensated  for  the 
burdens  placed  upon  it.  This,  we  trust,  will  yet  be  the  case 
in  Canada. 

Protection  in   Canada 

Up  to  1846,  when  by  the  repeal  of  the  Corn  Laws,  the 
British  Government  removed  the  preference  which  she  had 
given  to  Canadian  grain,  English  manufacturers  received  a 
preference  in  the  Canadian  markets,  and  it  was  virtually 
impossible  for  Canadians,  on  account  of  the  scarcity  and 
dearness  of  skilled  labour,  to  compete  with  them  in  produc- 
ing manufactured  goods.  The  grant  of  responsible 
government  to  Canada,  however,  and  the  withdrawal  of  the 
preferential  treatment  formerly  extended  to  this  country 
logically  involved  the  further  principle  that  Canadians 
should  control  their  own  market  and  be  free  to  make  their 
own  tariff,  and  in  1847  Canada  adopted  a  budget  which 
abolished  all  preferences  to  British  products  as  compared 
with  foreign.  This  tariff  was  for  revenue  only,  but  on  the 
initiative  of  Canadians  who  felt  that  if  a  fair  start  could 
once  be  obtained  their  countrv's  manufactures  would  soon 
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become  firmly  established,  a  protective  tariff  was  enacted  in| 
1858.    Against  this  the  English  manufacturers  protested  to" 
the  Secretary  for  the  Colonies-'  who,  after  some  considera- 
tion, declined  to  interfere,  on  the  ground  that  Canada  was^ 
a  self-governing  colony.     Thus  a  very  important  principle 
was  recognized,  which  was  still  more  firmly  established  by 
Section  91  of  the  British  North  America  Act.     This  gave 
the  Dominion  Parliament  exclusive  legislative  authority  in 
all  matters  relating  to  ''the  regulation  of  trade  and  com- 
merce," ''the  raising  of  money  by  any  mode  or  system  of 
taxation,"  and  "navigation  and  shipping." 

From  1858  to  the  present  time,  the  principle  of  protec- 
tion to  the  native  manufacturer  havS  to  a  greater  or  less 
extent  obtained  in  all  Canadian  tariffs  by  w^homsoever 
enacted.  Before  Confederation  the  tariffs  of  the  Maritime 
Provinces  were  levied  mainly  with  an  eye  to  revenue  (in 
Xova  Scotia  the  average  rate  w^as  10  per  cent.,  in  Prince 
Edward  Island  11  per  cent.,  in  New  Brunswick  12  1-2  per 
cent.).  Confederation  involved  free  trade  among  the  four 
provinces  of  the  then  Dominion,  and  we  have  what  Prof. 
McLean,  in  his  "Tariff  History  of  Canada,"  calls  a  15  per 
cent,  tariff  from  1867  to  1874,  followed  by  a  17  1-2  per 
cent,  tariff  from  1874  to  1878.  This  rate  was  raised  to  a 
20  per  cent,  tariff  (the  National  Policy  tariff)  from  1878 
to  1890.  From  that  latter  date  there  was  a  tendency  to, 
tariff  reduction  evident  in  the  last  years  of  the  Conserva- 
tive Government,  due  to  the  increasing  restiveness  of  the^ 
people  in  a  period  of  hard  times  under  a  tariff  which  had 
a  tendency  to  increase  prices  at  a  period  when  it  was  diffi- 
cult for  the  average  citizen  to  make  ends  meet.  This  restive-| 
ness  was  partially  allayed  by  the  British  preferential 
tariff,  enacted  by  the  Laurier  Government  in  1897 ;  it  has 
of  late  been  once  more  increasing,  especially  in  the  West. 

With  regard  to  the  expediency  of  this  protective  policy,  f 
from  the  point  of  view  of  the  country  at  large,  the  greatest 
differences  of  opinion  exist,  even  among  those  w^ho  may  be 
considered  authorities  on  the  subject.     There  can,  however, 
be  but  little  doubt  that  in  Canada,  as  in  other  countries. 
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protection  has  been  a  great  factor  in  upbuilding  many  im- 
portant industries.  We  shall  now  trace  the  history  of 
Canadian  manufactures  in  general  and  certain  representa- 
tive industries  in  detail. 

The  Rise  of  Canadian   Manufactures 

When  one  looks  back  once  more  to  the  Canada  of  1850, 
one  finds  it  very  different  indeed  from  the  Canada  of  to- 
day. Its  towns  were  few  and  of  second-rate  importance, 
composed  largely  of  government  servants  and  commercial 
people — ^^people  concerned  in  the  marketing  of  the  primary 
products  of  the  farm,  the  forest  and  the  fisheries.  TheTe 
were  few,  very  few,  of  the  tall  chimneys  which  are  every- 
where to  be  seen  in  the  modern  city.  In  fact,  the  Eastern 
towns,  where  the  chief  manufactures  of  the  country  are  now 
carried  on,  were  in  this  particular  at  least  like  the  young 
Western  towns  of  to-day,  where  manufactures  have  as  yet 
had  no  time  to  become  established — where  the  demand  for 
the  finer  kinds  of  manufactured  goods  is  supplied  by  bring- 
ing in  goods  from  the  East  rather  than  by  production  on 
the  spot.  Into  these  small  towns  all  fine  manufactured 
goods  were  imported,  principality  from  England,  whose 
goods  naturally  enjoyed  a  preference  in  the  colonies  in 
return  for  the  preference  which  she  extended  to  their  raw 
materials  and  food  products^ — for  example,  to  Canadian 
wheat  and  timber.  The  manufactures  of  the  United  States, 
still  in  their  infancy,  and  handicapped  by  this  preference 
given  to  British  goods,  found  but  little  sale  in  Canada. 
/  England,  then,  supplied  us  in  the  main  with  our  finer 
/manufactures  down  to  about  the  year  1850,  which  we  may, 
with  Mr.  Stapleton  Caldecott,  consider  as  the  turning-point 
in  our  industrial  history.  There  were  some  things  with 
which  England  was  not  in  a  p'osition  to  supply  us,  because 
she  did  not  make  them  herself.  In  England,  for  instance, 
labour  w^as  so  much  cheaper  than  in  Canada  that  the  prob- 
lem of  securing  men  to  cultivate  their  farms  did  not  worry 
Englishmen  as  it  did  Canadians.  Accordingly,  we  do  not 
find  in  England  the  demand  for  agricultural  implements 
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that  exists  with  us  in  a  country  where  labour  i&  harder  to 
procure.  England  did  not  feel  the  need  of  machinery  in  her 
small  area  with  many  hands ;  therefore,  she  did  not  trouble 
herself  greatly  about  agricultural  implements,  and  did  not 
produce  them.  But  Canadians,  in  a  large  country  with 
few  hands,  wanted  to  get  as  much  labour  done  as  possible, 
and  found  it  necessary  to  produce  for  themselves.  Thus, 
finally,  a  great  implement  industry  was  created,  and  our 
country  to-day  exports  much  more  than  sihe  imports  of 
these  valuable  machines. 

We  have  already  dealt  with  agricultural  implements  in 
so  far  as  their  influence  on  the  farm  was  concerned.  Now 
let  us  look  at  them  a  moment  to  consider  the  great  industry 
w^hich  arose  out  of  their  manufacture. 

The  Agricultural   Implement  Industry 

The  agricultural  implement  industry  in  Canada  is  insep- 
arably connected  with  the  name  of  Hart  A.  Massey.  His 
father,  a  prosperous  farmer  in  Northumberland  County, 
Ontario,  imported  in  1830  one  of  the  first  threshers  ever 
seen  in  Canada,  and  afterwards  imported  other  agricul- 
tural machinery.  Feeling  that  there  was  a  general  need  of 
such  implements,  he  resolved  to  begin  their  manufacture. 
In  1847  he  established  a  small  foundry  and  repair-sjhop  at 
Newcastle.  In  1852  the  firm,  now  H.  A.  Massey  &  Co., 
began  to  turn  out  the  first  mowers  and  reapers  ever  pro- 
duced in  Canada.  As  time  went  on,  other  farm  implements 
v.ere  added  to  the  list.  In  1861  the  manufacture  of  Wood's 
mower  was  begun,  and  in  1863  Wood's  self-rake  reaper 
made  its  appearance.  The  latter  machine  obtained  the  gold 
medal  at  the  Pa,rivs  Exposition  of  1867.  In  1878  the  Massey 
harvester  was  produced.  In  the  following  year  the  works 
were  moved  to  Toronto,  where  abundant  labour  was  avail- 
able, and  better  shipping  facilities  existed. 

While  this  was  going  on,  many  other  small  foundries 
arose  to  supply  the  local  demand  in  various  towns  through- 
out the  country.  These  had  an  extraordinary  run  of  pros- 
perity for  some  time,  and  often  received  bonuses  from  the 
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municipalities  in  which  they  were  located.  Begun,  how- 
ever, for  the  most  part  by  men  who  were  good  mechanics 
rather  than  competent  business  men,  these  concerns  were 
unable  to  meet  the  pressure  of  the  hard  times  which  fol- 
lowed in  the  seventies  and  nineties,  especially  as  their 
capital  was  very  small.  Their  sales  were  largely  on  credit, 
and  when  the  price  of  wheat  fell,  the  fanners  whose  notes 
they  held  were  in  many  cases  unable  to  meet  their  obliga- 
tions, and  thus  these  industries,  were  themselves  pushed  to 
the  wall.  Hard  times,  again,  meant  a  contracting  market 
for  their  product,  and  in  that  contracting  market  the  large 
firm  with  considerable  capital,  with  business  connection  and 
great  ability  in  the  management,  by  an  economic  law  as 
inevitable  as  the  tides,  necessarily  drove  its  competitors  out 
of  exivStence.  Some  Ontario  municipalities  are  still  mourn- 
ing the  money  which  they  sank  in  an  attempt  to  bolster  up 
their  local  implement  industries. 

In  competition  of  this  kind,  events  usually  take  the  fol- 
lowing course:  The  weaker  firms  go  to  the  wall,  and  those 
of  approximately  equal  strength  who  find  themselves 
unable  to  supplant  each  other,  agree  to  combine  their  forces 
in  order  to  put  a  stop  to  ruinous  competition  and  to  secure 
the  greatest  possible  benefit  for  themselves.  This  is  just 
what  inevitably  happened  to  the  IMasseys  in  their  relations 
with  other  strong  and  progressive  firms.  In  1891  the  Mas- 
sey  Manufacturing  Co.,  Messrs.  A.  Harris,  Son  &  Co.,  Ltd., 
of  Brantford,  and  Massey  &  Co.,  Ltd.,  of  Winnipeg,  were 
amalganTated  into  one  company,  with  a  capital  of  $5,000,000, 
under  the  name  of  the  Massey-Harris  Co.,  Ltd.  At  the 
present  time  the  great  American  organization,  the  Interna- 
tional Harvester  Co.,  is  trying  to  secure  a  share  of  the 
Canadian  market  by  establishing  a  branch  at  Hamilton. 

The  Iron  and  Steel   Industry 

One  industry  frequently  gives  rise  to  another.  Agricul- 
tural implements  require  iron  and  steel  in  their  composi- 
tion, anG  consequently  wp  have  the  encouragement  of  an 
iron  and  steel  industry  in  Canada.     Also,  the  demand  for 
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iron  and  steel  in  the  construction  of  railways,  in  ship-build- 
ing:,  in  the  erection  of  large  buildings,  has  brought  it  about 
that  this  age  is  sometimes  called  the  ''iron  age"  of  the 
world's  history.  The  ''iron  trade"  is  in  Great  Britain  and 
the  United  States  regarded  as  the  barometer  of  industrial 
prosperity.  The  iron  and  steel  trade  is  known  as  the 
"basic  industry." 

It  was,  then,  natural  that  our  people  in  Canada  should 
want  to  produce  their  own  iron  and  steel,  in  order  to  make 
their  agricultural  implements,  to  build  their  railways,  and 
to  construct  their  great  office  buildings.  This  was  made 
possible  by  the  existence  of  immense  and  valuable  deposits 
of  magnificent  ore.  especially  in  the  St.  Maurice  district  of  j 
Quebec,  where  a  forge  was  set  up  by  the  French  Govern- 
ment as  early  as  1737,  as  well  as  in  Nova  Scotia.  For  a 
long  time,  however,  the  great  bulk  of  iron  and  steel  used 
in  this  country  was  made  in  the  Ignited  States  by  the  great 
American  steel  mills  of  Pennsylvania.  In  1887  an  import 
duty  of  four  dollars  a  ton  was  placed  on  pig-iron,  with 
encouraging  results ;  ten'  years  later  a  bounty  of  at  first  two 
dollars  a  ton  was  paid  for  home-produced  pig-iron.  Ilnd^r' 
this  bountv  the  quantity  of  pig-iron  produced  increased 
from  33,000  tons  in  1897  to  740,000  tons  in  1910,  while  the 
steel  production  in  the  latter  year  was  740,000  tons,  as 
compared  with  8,700  tons  in  1897.*  About  $100,000,000 
has  been  invested  in  the  industry.  While  there  has  been 
s^reat  expansion  in  the  past  fifteen  years,  the  increase  in 
the  u^e  of  steel  has  proceeded  still  more  rapidly,  so  that 
the  home  product  supplies  only  about  one-half  the  needs 
of  the  country. 

The  Textile  Industry 

As  early  as  1842  the  then  Province  of  Canada  was  im- 
portmg^annually  nearly  $2,000,000  worth  of  cotton  goods 
and  $1,500,000  worth  of  woollen  goods  from  Great  Britain. 
*Detai]s  as  to  these  bounties  and  the  annual  production  of  pio-  iron 
?oiA^^^mJ  ^^^  ^^  ^^  ^^^^^^  on  page  436  of  the  Canada  Year  Book  for 
1910.  The  total  bounties  paid  from  1896  to  1910  amounted  to  $6,835,000 
for  pig:  iron  and  $6,356,000  for  steel.  ' 
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The  woollens  no  doubt  were  the  finer  kind  of  goods,  the 
Sunday  suits  which  supplemented  the  homespun  worn 
every  day  by  the  average  inhabitant  of  the  Province.  Can- 
ada had  at  that  time  little  prospect  of  establishing  a  cotton 
manufacture,  since  the  source  of  supply  of  raw  cotton — 
the  Southern  States — was  far  away,  with  no  meansi  of  com- 
munication and  with  no  established  business  connections. 
The  case  of  wool,  however,  was  different.  Canada  pro- 
duced considerable  wool;  she  m'ade  homespun  of  it.  Vs^ith 
machinery  and  a  few  skilled  workmen  and  perhaps  a  little 
encouragement  from  the  government,  there  was  no  reason 
at  all  why  a  flourishing  woollen  industry  should  not  be 
built  up,  and  the  cost  of  transporting  these  goods  from 
Great  Britain  saved. 

Already,  in  1842,  machinery  was  in  use  to  some  extent; 
Upper  Canada  had  186  carding  mills  and  144  fulling 
mills;  in  1844  Lower  Canada  had  169  carding  mills  and 
153  fulling  mills.  In  1851  there  were  385  carddng  and 
fulling  mills  in  Canada  and  the  Maritime  ProvineesL 

The  first  power-loom  in  Canada  of  which  we  have  record 
was  introduced  in  1837  at  a  small  factory  at  Chambly,  Que- 
bec. In  Ontario  the  factory  system  of  woollen  manufactur- 
ing was  instituted  by  Barber  Bros.,  of  West  Flamboro,  w^ho, 
after  operating  a  paper  and  woollen  mill  at  that  village  for 
some  years,  moved  to  Georgetown,  where  they  purchased  a 
small  mill.  Later  on  they  moved  to  Streetsville,  where  they 
conducted  a  business  on  a  larger  scale,  producing  tweeds, 
shirtings,  flannels  and  kidderminster  carpets.  In  1862 
their  mill  had  2,000  spindles,  employed  90  handB,  with  a 
monthly  wage  bill  of  $1,600,  and  produced  18,954  yardsi  of 
cloth  in  August  of  that  year. 

Other  mills  soon  sprang  up.  Frasher  &  Crashaws',  estab- 
lis'hed  at  Cobourg  in  1849,  had  in  1862  45  looms,  producing 
800  yards  of  cloth  a  day.  Andrew  Baton  in  1855  estab- 
lished a  woollen  mill  in  Gait,  and  in  1866  one  in  Sher- 
brooke.  Mills  began  operations  at  Carleton  Place  in  1847 
and  at  Almonte  in  1857. 

In  1871  there  were  in  Canada  270  establishments  for  the 
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manufacture  of  woollen  goods,  with  annual  wages  of  nearly 
$•1,000,000  and  a  product  of  $5,500,000.  In  1891  there 
were  377  woollen  mills  wdth  7,156  hands,  wages  of  $1,884,- 
000,  and  pro-ducts  of  over  $8,000,000.  Owing  largely  to  the 
fact  that  the  later  censuses  do  not  include  establishments 
wdth  lesis  than  five  hands,  the  statistics  of  the  census  of 
1901  and  the  special  manufacturers'  census  of  1906  are  not 
comparable  with  the  foregoing.  An  article  on  the  woollen 
industry,  published  in  Industrial  Canada  in  1905  estim'ates 
the  number  of  w^age-earners  at  13,000  and  the  product  (in 
1901)  at  $11,425,000. 

The  cotton  manufacture  began  at  nearly  the  same  time  as 
the  woollen.  The  first  mill  was  established  at  Sherbrooke 
about  1844,  and  deserves  notice  as  the  first  limited  liability 
company  in  Canada.  Others  were  established  at  Thorold 
in  1847,  at  Montreal  in  1853,  at  St.  John,  New  Brunswick, 
in  1861,  and  at  Dundas  in  the  same  year.  These  five  mills 
had  increased  to  eight  in  1871,  with  a  product  of  $781,000; 
to  19  in  1881,  with  a  product  of  $3,759,000;  to  23  in  1891, 
with  a  product  of  $8,741,000;  to  20  in  1901,  wdth  a  product 
of  $12,033,000;  to  20  in  1906,  with  a  product  of  $14,223,- 
000.  Of  this  amount.  $7,924,000,  or  55  per  cent.,  was  pro- 
duced in  Quebec.  Thus^,  the  cotton  industry  of  Canada  has 
increased  twenty-fold  since  1871.  The  relatively  small  in- 
creaise  in  the  number  of  mills,  as  compared  with  the  enor- 
mour  increase  in  the  product,  is  an  instance  of  an  almost 
universal  tendency  to  the  concentration  of  business  in  a 
few  large  enterprises. 

The   Boot  and  Shoe  Industry 

The  boot  and  shoe  industry  is  also  of  considerable  im- 
portance in  the  history  of  Canadian  manufactures.  The 
first  factory  of  which  we  have  knowledge  was  established 
in  Montreal  in  1828,  and  betw^een  1840  and  1850  we  have 
records  of  some  half-a-dozen  founded  in  Lower  Canada.  In 
1847  Brown  &  Childs,  the  leading  m^anufacturers  of  that 
time  began  the  use  of  machinery  by  importing  several 
Singer   sewing-machines   to   put    together    the    uppers   of 
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boots.  As  usually  happens  when  new  machinery  is  intro- 
duced, this  action  roused  considerable  dissatisfaction  among 
employees  who  found  themselves  thrown  out  of  work  by 
this  labour-saving  invention,  and  the  firm  in  question  be- 
came so  obnoxious  to  the  populace  that  it  was  only  by  a 
considerable  military  force  that  the  mob  which  burned  the 
Parliament  buildings  in  1849  were  prevented  from  burning 
the  offending  factory.  In  1860  the  McKay  machine  for 
the  sewing  of  sol'es  was  imported  by  Scholes  &  Ames,  also 
of  Montreal.  Since  that  time  the  use  of  machinery  has 
become  more  and  more  common,  and  new  machinery  has 
from  time  to  time  been  invented,  which  has'  increased  the 
product  with  perhaps  an  actual  diminution  of  Mbourers. 
This  industry,  like  the  cotton  industry,  employs'  very 
largely  French-Canadians-,  and  in  1906,  77  of  the  138  estab- 
lishments in  Canada  were  situated  in  the  Province  of 
Quebec.  These  had  a  product  of  $13,705,000  out  of  a  total 
for  the  Dominion  of  $20,264,000,  or  over  two-thirds. 

Summary  of  Canadian   Manufactures 

The  foregoing  are  only  a  few  of  the  leading  industries, 

but  their  growth  will  serve  to  show  the  great  development 

of  manufactures  in  Canada  during  the  past  half-century, 

with  the  introduction  of  machinery  and  a  favouring  tariff. 

That  growth  may  be  briefly  summarized  as  follows : 

Value  of  product,  "l871 $221,617,000 

1881 809,676,000 

1891 469,847,000 

*1901 481,053,000 

*1906 718,352.000 

(Estimated)    1911 1,200,000,000 

This  result  is  sufficiently  wonderful  when  we  consider 
what  great  manufacturing  industries  have  arisen  from  such 
small  beginnings  in  the  past  fifty  years.     The  student  will 

*The  small  increase  between  1891  and  1901  is  due  to  the  fact  that 
the  enumerators  in  the  former  year  included  all  industrial  establish- 
ments, while  in  the  latter  they  included  only  those  employing  five  or 
more  persons. 
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note  the  exceedingly  rapid  increase  of  the  past  ten  years. 
Unfortunately,  the  results  of  the  1911  census  are  not  at 
the  present  date  available,  but  there  is  little  doubt  that  the 
figure  quoted  above  from  the  Canadian  Manufacturer's 
estimate  are  quite  justified. 

Survivals  of  the  Domestic  System 

While  this  enormous  growth  has  taken  place  among  the 
great  industries  of  the  country,  it  must  not  be  concluded 
that  the  old  domestic  siystem  of  manufacture  is  dead.  It 
survives  in  many  forms  and  in  many  places.  The  small 
cobblers  of  our  towns,  the  blacksimith  shops  of  the  country, 
the  repair  shops  for  machinery,  are  all  remnants  which 
have  survived  from  the  past,  and  now,  as  it  were,  feed  upon 
the  crumbs  which  fall  from  the  manufacturer's!  table — 
mending  machine-made  shoes  instead  of  making  shoes  to 
order  (as  is  still  done  to  some  extent  in  England),  repair- 
ing machine-made  agricultural  implements,  bicycles  and 
automobiles.  In  some  casei?'  w^her6  special  skill  of  an  artistic 
character  is  required,  as  in  the  production  of  hand-made 
lace,  the  domestic  industry  still  holdrs  its  own  against  the 
factory  system,  as  the  individual  character  of  the  band- 
made  article  appeals  to  the  wealthy  consumer  m'uch  more 
than  the  uniform  machine-made  product.  The  difference 
in  the  excellence  of  the  two  methods  can  be  well  illustrated 
from  the  printing  indiustry,  where  the  type-setting  machine 
has  superseded  the  old  hand  compositors  only  within  the 
pas't  twenty  years.  The  solid,  uniform  reading  matter  of 
our  newspapers  and  some  of  our  books  is  now  s<et  by 
machines  with  keyboards  resembling  those  of  typewriters, 
but  the  artistic  advertisements  seen  in  our  magazines  are 
all  "set  up"  by  hand  labour,  since  they  involve  some 
artistic  skill  on  the  part  of  the  compositor.  Thus  it  appears 
that  there  is  still  some  place  for  the  domestic  or  hand  sys- 
tem of  industry  in  our  modern  civilization  in  producing 
goods  of  peculiar  quality  demanded  by  a  certain  section  of 
the  public.  By  a  curious  paradox,  the  very  public  whose 
w^ealth  has  flowed  in    largely    through    the    channels    of 
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machine  industry  lias  acquired  an  increasingly  fastidious 
taste  for  the  individualised  artistic  hand-made  products. 
Nevertheless,  while  there  will  always  be  a  limited  field  of 
this  kind  for  the  domestic  industry,  the  great  and  increasing 
bulk  of  industry  will  more  and  more  be  performed  by  ma- 
(ihines. 

N.B. — The  Canada  Year  Book  of  1907  gives  a  valuable 
resume  of  the  statistics  of  Canadian  manufactures  from 
1871  to  1906.  (Pp.  124-155.)  The  Year  Book  of  1910 
gives  detailed  statistics  for  1906.  (Pp.  36-50.)  Industrial 
Canada,  the  organ  of  the  Canadian  Manufacturersi'  Associ- 
ation, publishes  from  time  to  time  interesting  and  valuable 
articles  on  the  growth  of  manufactures  of  various  kinds. 


ECONOMICS  19 

EXAMINATION  QUESTIONS 

ECONOMICS. 

LESSON  5. 

1.  What  do  we  mean  by  the  '^ industrial  revolution?" 

2.  What  is  a  factory?     Why  do  people  g^^ather  together 

there  to  produce  commodities? 

3.  Give    examples  of  labour-saving   machines,    and   show 

how  labour  is  saved  by  their  use. 

4.  What  were   (1)   the  immediate,  and   (2)   the  ultimate 

consequences  of  labour-saving  inventions  to  the  wage- 
earning  classes? 

5.  Describe  the  industrial  situation  of  Europe  at  the  be- 

beginning  of  the  nineteenth  century.  What  causes 
led  to  the  establishment  of  the  German  and  American 
tariff  systems? 

6.  Under  what  circumstances  did  Canada  get  the  right  to 

make  her  own  tariff?  What  general  fluctuations 
have  there  been   in  it? 

7.  What  causes  led  to  the  establishment  of  an  agricultural 

implement  industry  in  Canada?  Trace  its  rise  and 
the  gradual  concentration  of  production  in  the  hands 
of  a  few  firms. 

8.  What  causes  would  you  suggest  for  the  growth  of  the 

iron  and  steel  industry  of  Canada  ? 
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9.  Trace  the  growth  of  the  textile  industry  in  Canada, 

using   any   information   upon   the  subject   you   can 
secure  from  local  sources. 

10.  Trace  the  rise  of  the  boot  and  shoe  industry.     Why 

do   the   boot   and   shoe   and   the    cotton    industries 
appear  to  flourish  most  in  French  Canada? 

11.  In  what  type  of  industries  does  the  domestic  system 

still  hold  its  ground?     Give  illustrations. 

12.  Give  an  account  of  the  rise  of  any  local  manufacture 

(for  example,  the  cement  industry)   not  mentioned 
in  the  lesson. 
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LESSON    VI. 

Large  Scale  Production:  The  Limited  Liability 
Corporation. 
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IN  the  last  lesson  we  discussed  the  rise  and  the  present 
position  of  Canadian  manufacturing  industries. 
In  this  lesson  we  shall  deal  in  detail  with  the  great 
tendencies  which  are  apparent  in  the  new  type 
of  industry. 

In  the  first  place,  we  find  that  everywhere  in 
manufacturing  what  is  called  large  scale  produc- 
tion is  on  the  increase.  The  large  establishment  is  absorl)- 
ing  the  trade  of  the  small  one. 

In  Agricultural  Implements. 

This  tendency  may  be  illustrated  from  the  case  of  agri- 
cultural implements.  We  find  that  in  1901  there  were  114 
establishments  manufacturing  agricultural  implements  in 
Canada,  with  a  total  product  of  $9,597,389,  or  a  gross 
average  product  of  $84,187  per  establishment.  In  1906,  88 
establishments  had  a  gross  product  of  $12,835,748,  or  $145,- 
860  per  establishment.  There  were  26  fewer  establishments 
in  the  later  year,  but  the  product  had  increased  by  more 
than  $3,000,000.  This  change  in  so  short  a  period  is  rather 
remarkable. 

In  the  Cotton  Industry. 

Again,  take  the  cotton  industry,  also  dealt  with  in  the 
last  lesson.  The  number  of  mills  in  1906  was  the  same  as 
that  in  1901 — 20 — but  the  product  had  increased  from 
$12,033,052,  an  average  of  $601,653  per  mill  in  1901,  to 
$14,223,447,  an  average  of  $711,723  per  mill  in  1906.  This 
comparatively  short  period  of  five  years  has  been  selected 
because  before  1901  Canadian  censuses  were  not  taken  on 
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a  basis  which  furnishes  figures  for  such  a  comparison. 
In  the  United  States,  however,  the  figures  are  comparable, 
and  w^e  notice  that  in  1850  there  were  1,094  establishments, 
with  a  product  of  $61,900,000,  an  average  product  of  $56,- 
581;  in  1905  there  were  1,154  establishments,  with  a  total 
product  of  $450,500,000,  an  average  of  $389,948.  In  other 
words,  the  average  establishment  of  1905  turned  out  nearly 
seven  times  as  much  work  as  that  of  1850'. 

In  Iron  and  Steel. 

The  great  American  iron  and  steel  industry  sliows  the 
same  condition  of  affairs.  In  1850,  468  establishments  had 
a  total  product  of  $20,400,000,  an  average  of  $43,589.  In 
1905,  605  establishments  turned  out  products  of  $905,900,- 
000,  an  average  product  of  nearly  $1,500,000  per  establish- 
ment, a  figure  more  than  30  times  as  great  as  in  1850. 

The  tendency  towards  large  scale  production  evidenced 
bj  statistics  could  be  show^n  to  exist  in  any  of  the  large 
manufacturing  countries  of  the  world.  Everywhere  dur- 
ing the  past  half-century  in  the  great  manufacturing  in- 
dustries, the  size  of  the  individual  establishment  has  been 
increased,  and  production,  thus  concentrated,  has  come 
under  the  control  of  fewer  and  more  expert  ''captains  of 
industry"  or  "entrepreneurs."'* 

In  Transportation. 

Nowiiere  has  large  scale  production  been  more  successful 
than  in  transportation — for  the  transportation  agency,  as 
we  have  seen  in  Lesson  2,  is  a  producer  of  place  utilities. 
The  progress  of  large  scale  production  is  clearly  show^n  by 
the  gradual  incorporation  of  Canadian  railways  into  the 
three  great  systems — the  Canadian  Pacific,  the  Grand 
Trunk  (and  Grand  Trunk  Pacific),  and  the  Canadian 
Northern.     There  were  once  many  small,  independent  lines 

*Prof.  Biieher,  a  distinguished  German  economist,  states  that  the 
number  of  employees  in  establishments  having  over  50  persons 
employed  increased  from  26v3%  of  the  total  number  of  employees 
in  the  nation,  in  1882,  to.3'6.3%  in  1896,  and  45.59^r  in  1907. 
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of  railway  both  in  Canada  and  in  the  United  States,  but 
these  have  gradually  fallen  into  the  hands  of  a  few  great 
systems.  Greater  economic  efficiency  is  the  result.  The 
large  scale  concern  can  use  one  of  its  lines  to  feed  another. 
It  can,  like  the  C.  P.  R.  and  the  C.  N.  R.,  organize  great 
steamship  services  to  feed  its  railway  lines  and  advertise 
its  route  and  its  attractions  throughout  the  world  in  a  way 
that  would  be  impossible  for  a  smaller  enterprise.  Thus 
to-day  the  C.  P.  R.  has  a  continuous  service  from  Liverpool 
to  Hong-Kong,  each  part  of  which  acts  as  a  feeder  of  the 
others. 

Our  individual  experience  also  leads  us  to  this  conclu- 
sion. We  have  already  seen  how  such  great  companies  as 
the  Alassey-Harris  Company  and  the  International  Har- 
vester Company  have  superseded  the  small  local  agricul- 
tural implement  manufacturers  in  Canada  and  the  United 
States.  In  business  we  see  the  growth  of  the  departmental 
store,  or  the  growth  of  the  group  of  stores  controlled  by 
one  person  or  one  company,  like  those  of  the  William 
Davies  Company  in  Toronto  and  its  environs.  Generally 
it  seems  that  large  scale  production  is  on  the  increase. 

Growth  of  Large  Scale  Production  in  Canada. 

Our  conclusion  is  opportunely  corroborated  by  the  re- 
sults of  the  Canadian  census  of  manufactures  of  1911, 
when  compared  with  those  of  1901.  From  these  it  appears 
that  in  the  year  1900  the  number  of  manufacturing  estab- 
lishments in  Canada  was  14,650;  in  1910,  19,209,  an  in- 
crease of  only  31.12  per  cent.  The  product,  however,  in- 
creased from  $481,053,375  in  1900  to  $1,164,775,532  in  1910, 
or  142.13  per  cent. — a  magnificent  showing.  Dividing  the 
total  product  in  each  year  by  the  number  of  establishments 
in  that  year,  we  find  that  in  1900  the  average  product  of  a 
manufacturing  establishment  was  $32,836;  in  1910,  $60,637 
— an  increase  of  84.6  per  cent.  In  other  words,  the  average 
product  of  a  Canadian  manufacturing  establishment  has 
nearly  doubled  in  the  comparatively  short  period  of  ten 
years. 
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Many  Establishments  Under  one  Control. 

While'  this  is  the  case,  we  must  remember  that  to-day 
the  business  unit  in  many  industries  is  much  larger  than 
the  single  establishment.  The  Canada  Cement  Company, 
for  instance,  controls  from  its  head  office  in  Montreal  the 
business  of  various  manufacturing  plants  in  different  parts 
of  the  Dominion.  The  Massey-Harris  Company  has  also 
different  establishments  under  its  control,  as  have  many 
great  American  companies,  such  as  the  Standard  Oil  Com- 
pany and  the  United  States  Steel  Corporation  or  Steel 
Trust.  The  concentration  in  business,  therefore,  is  not  to 
be  thought  of  as  fairly  represented  by  the  increased  size 
and  product  of  the  single  establishment  alone.  Accom- 
panying the  tendency  to  larger  production  in  the  indi- 
vidual establishment,  there  is  also  the  tendency,  even 
greater  and  more  significant,  to  the  grouping  of  many 
establishments  under  one  central  control. 

Advantages  of  Large  Scale  Production. 

The  next  question  is  the  cause  of  this  business  concen- 
tration. As  people  usually  go  into  business  in  order  to 
make  money,  it  may  be  assumed  that  any  phenomenon  so 
widespread  as  that  of  large  scale  production  and  the  con- 
centration of  business  implies  an  economic  gain  to  the  pro- 
ducer— the  business  man.  Let  us  now  see  where  that  gain 
accrues. 

Economy  in  Plant. 

In  the  first  place,  it  is  a  familiar  fact  that  in  most  indus- 
tries an  increase  in  the  size  of  the  plant  reduces  the  cost  of 
manufacture  per  unit  of  product.  The  value  of  the  site 
which  the  manufacturer  uses  is  the  same,  whether  the 
building  he  occupies  is  of  one  storey  or  six.  The  cost  of 
buildings  necessary  for  sheltering  machinery  and  em- 
ployees is  proportionately  less  in  larger  plants.  The  manu- 
facturer can  also  obtain  his  motive  power  more  cheaply  if 
he  uses  a  large  quantity  of  it.     Thus,  in  the  contracts  en- 
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tered  into  between  the  Ontario  H^'dro-Electric  Commission 
and  the  various  municipalities  which  are  using  Niagara 
powder,  it  is  provided  that  an  increase  in  the  amount  of 
power  used  by  the  municipality  shall  be  accompanied  by  a 
reduction  in  the  rate  per  horse-power.  The  reason  is 
simply  this:  the  line  once  built,  extra  power  can  be  trans- 
mitted at  a  comparatively  small  cost. 

So,  too,  in  the  case  of  steam.  ''Both  for  first  instalment 
and  for  running  expenses,"  says  Taussig,  "  a  large  steam 
engine  costs  less  for  each  horse-power  than  a  small  one; 
wiiich  means  economy  if  the  establishment  is  large  enough 
to  utilize  all  the  power  supplied." 

Economy  in  Labor 

Large  scale  production  is  also  economic  and  efficient  in 
its  utilization  of  the  forces  of  its  employees.  It  can  keep 
one  man  doing  one  thing  all  the  time,  w^hile  in  a  smaller 
shop  he  might  not  find  enough  to  do  in  that  particular: 
branch  which  suited  him  best,  and  might  thus  have  to  pass 
from  one  kind  of  work  to  another  at  a  considerable  sacri- 
fice of  time  and  of  dexterity.  The  subdivision  of  tasks  in 
each  employment — such  as  in  the  modern  shoe  factory — is 
now  often  called  the  complex  division  of  labor,  to  distin- 
guish it  from  that  division  of  different  occupations  which 
is  characteristic  of  the  earlier  part  of  the  economic  history 
of  our  country.  ' '  In  a  clothing  or  in  a  boot  factory, ' '  says 
Marshall,  ''a  person  who  sews,  whether  by  hand  or  machin- 
ery, just  the  same  seam  on  a  piece  of  leather  or  cloth  of  just 
the  same  size,  hour  after  hour,  day  after  day,  is  able  to  do 
it  with  far  less  effort  and  far  more  quickly  than  a  worker 
with  much  greater  quickness  of  eye  and  hand  who  was 
accustomed  to  make  the  whole  of  a  coat  or  the  whole  of 
a  boot."  There  we  have  the  reason  why  ready-made  cloth- 
ing is  so  much  cheaper  than  custom-made.  The  United 
States  Department  of  Labor  estimates  that  there  are  84 
distinct  processes  in  the  manufacture  of  men's  brogan 
shoes. 

Another   most   interesting   example    of   the    division   of 
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labor  possible  under  the  system  of  large  scale  production 
is  quoted  by  Professor  J.  R.  Commons  as  occurring  in  the 
great  Chicago  packing  houses.  ''It  would  be  difficult,"  he 
says,  "to  find  another  industry  where  division  of  labor  has 
been  so  ingeniously  and  microscopically  worked  out.  The 
animal  has  been  surveyed  and  laid  off  like  a  map ;  and  the 
men  have  been  classified  in  over  thirty  specialties  and 
twenty  rates  of  pay,  from  16  cents  to  50  cents  an  hour. 
The  50-cent  man  is  restricted  to  using  the  knife  on  the 
most  delicate  parts  of  the  hide  (fioorman)  or  to  using  the 
ax  in  splitting  the  backbone  (splitter)  ;  and  whenever  a 
less  skilled  man  can  be  slipped  in  at  18  cents,  18^  cents, 
20  cents,  21  cents,  22^  cents,  24  cents,  25  cents,  and  so  on, 
a  place  is  made  for  him  and  an  occupation  mapped  out. 
In  working  on  the  hide  alone  there  are  nine  positions,  at 
eight  different  rates  of  pay.  A  20-cent  man  pulls  off  the 
tail,  a  ^2^-cent  man  pounds  off  another  part  where  good 
leather  is  not  found,  and  the  knife  of  the  40-cent  man  cuts 
a  different  texture  and  has  a  different  'feel'  from  that  of 
the  50-cent  man.  Skill  has  become  specialized  to  fit  the 
anatomy.     .     .     . 

"The  division  of  labor  grew  with  the  industry,  following 
the  introduction  of  the  refrigerator  car  and  the  marketing 
of  dressed  beef,  in  the  decade  of  the  seventies.  Before  the 
market  was  widened  by  these  revolutionizing  inventions, 
the  killing  gangs  were  small,  since  only  the  local  demands 
were  supplied.  But  when  the  number  of  cattle  to  be  killed 
each  day  increased  to  a  thousand  or  more,  an  increasing 
gang  or  crew  of  men  was  put  together;  and  the  best  men 
were  kept  at  the  most  exacting  work."  This  illustrates 
the  advantage  secured  by  so  dividing  work  that  expert 
labor  is  employed  only  where  necessary,  while  cheaper 
labor  is  used  wherever  possible. 

Economy  in  Supervision. 

Furthermore,  by  large  scale  production  the  expense  of 
oversight  is  reduced  to  a  minimum.  One  superintendent 
and  one  foreman  can  direct  the  industry  of  a  larger  num- 
ber of  men  than  are  actually  employed  in  a  small  estab- 
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lisliinent ;  one  timekeeper,  one  watchman,  and  one  engineer 
can  usually  serve  a  large  establishment  as  elt'ectively  as 
a  small  one.  Men  must  be  employed  in  all  these  capacities 
in  a  factory  of  even  moderate  size,  hence  the  advantage  of 
distributing  their  cost  over  as  large  an  amount  of  produc- 
tion as  possible.  At  times  when  competition  is  keen,  such 
economies  as  these  may  make  to  a  business  all  the  differ- 
ence between  success  and  failure. 

Economy  in  Buying  and  Selling. 

In  buying  and  selling  also  the  large  scale  establishment 
usually  works  to  better  advantage  than  the  small.  It  can 
buy  in  bulk  the  raw  material  necessary  for  its  business, 
and  thus  secure  it  at  a  price  lower  than  that  charged  for 
small  orders.  Its  very  size  and  the  strength  of  its  financial 
position  enable  it  to  survive  a  crisis  which  would  wreck  a 
weaker  firm.  It  does  not  have  to  put  its  product  on  the 
market  at  an  unfavorable  time.  It  can  manufacture  for  its 
stock,  store  its  goods  and  dispose  of  them  only  when  condi- 
tions have  come  back  to  normal. 

With  all  these  natural  economic  advantages,  it  is  no 
wonder  that  the  large  scale  establishment  has  to  a  great 
extent  superseded  the  small  scale  firm  in  the  industry  of 
the  country.  This  is  generally  the  case,  even  when  the 
legitimate  advantages  of  which  we  have  spoken  are  not 
reinforced  by  illegitimate  and  monopolistic  control  of  the 
market.  Yet  this  increasing  predominance  of  large  scale 
production  is  not  without  its  exceptions — those  exceptions 
which  prove  the  rule.  Of  these  the  most  important  is  agri- 
culture. 

Agriculture  the  Great  Exception  to  the  Rule. 

The  United  States  Statistical  Abstract  for  1911  sliows 
that,  while  in  1890  the  area  of  the  average  farm  in  the 
United  States  was  136.5  acres,  in  1910  it  was  138.1  acres — 
practically  the  same.  In  Canada  during  the  same  period 
the  average  area  has  probably  increased,  owing  to  the  open- 
ing up  of  the  West,  where  farms  are  larger  than  in  the 
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Eastern  Provinces.  But  even  in  the  farms  of  the  West  we 
do  not  find  the  same  general  tendency  to  large  scale  pro- 
ductio-n  as  in  the  industries  of  the  cities.  A  farm  employ- 
ing ten  men  would  be  considered  a  very  large  farm,  but  a 
factory  with  that  number  is  certainly  a  small  factory. 
And  the  tendency,  as  was  shown  in  Lesson  IV.,  is  for  the 
labor  force  on  farms  to  decline  rather  than  to  increase  in 
numbers. 

There  have  been  large  farms  in  the  history  of  the 
American  continent — the  plantations  of  the  Southern  States 
and  the  "bonanza"  wheat  farms  of  the  West.  But  the 
former  have  passed  away,  and  the  latter  are,  in  the  major- 
ity of  cases,  being  broken  up  into  smaller  areas.  This  large 
scale  production  in  agriculture  is  found  usually  where  the 
land  is  quite  unused  and  where  one  crop — wheat  or  rice  or 
cotton  or  sugar — can  be  grown  on  the  same  soil  with  very 
little  cultivation  year  after  year.  When  the  fertility  of 
that  soil  becomes  exhausted  it  is  abandoned,  new  soil  is 
taken  into  cultivation,  and  the  same  methods  are  applied 
to  it.  Large  scale  cultivation  is  profitable  only  as  long  as 
the  soil  can  be  thus  "mined,"  as  it  is  called.  When  it  no 
longer  responds  to  this  treatment,  but  requires  to  be 
"nursed"  and  treated  with  fertilizers,  then  it  is  to  the 
public  interest  that  it  should  pass  into  the  hands  of  some 
small  proprietor  w^ho  will  farm  it  carefully  wdth  a  view  to 
its  permanent  value. 

"The  magic  of  property,"  it  is  said,  "turns  deserts  into 
gardens. "  If  a  man  feels  that  a  piece  of  ground  with  all  its 
potentialities  is  his  very  own,  he  will  put  an  enormous  quan- 
tity of  labor  and  thought  into  its  improvement  and  culti- 
vation. On  the  plantation  or  the  ''bonanza"  wheat  farm, 
the  actual  cultivator  does  not  feel  this  passion  of  ownership, 
and  the  manager  cannot  know  as  well  as  the  actual  culti- 
vator the  characteristics  of  each  field  and  for  what  crops  it 
is  best  fitted.  Further,  the  superintendence  of  a  large  farm 
is  a  very  difficult  piece  of  business,  since  the  activities  of 
the  establishment  are  spread  over  such  a  large  area  and  are 
so  varied  in  their  character. 

On  the  farm,  then,  large  scale  production  has  not  on  the 
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whole  increased,  because  it  is  usually  inefficient  and  un- 
economic— and  especially  so  after  the  country  becomes  at 
all  well  settled,  since  it  is  no  longer  impossible  for  the 
owner  of  the  large  scale  farm  to  exhaust  one  piece  of  soil 
and  move  on  to  another.  In  some  sections  of  the  country, 
where  large  tracts  of  land  were  once  carelessly  farmed,  the 
soil  has  become  exhausted  and  full  of  weeds,  and  will  re- 
spond only  to  careful  and  fairly  skilful  cultivation.  Hence 
these  large  farms  are  being  broken  up  into  smaller  holdings 
and  what  is  known  as  "intensive"  farming — the  careful, 
scientific  cultivation  of  a  comparatively  small  area — is  on 
the  increase. 

Retail  Stores  a  Partial  Exception. 

Somewhat  similar  to  the  case  of  agriculture  is  that  of  the 
small  retail  store,  which  often  survives  obstinately  in  spite 
of  the  growth  of  departmental  stores  and  of  great  mail 
order  establishments.  The  reason  for  its  survival  is,  per- 
haps, somewhat  similar  to  that  for  the  survival  of  the 
small  farmer.  Just  as  the  latter  knows  better  than  anybody 
else  his  land  and  its  capabilities,  so  the  former  knows 
his  locality  and  his  individual  customers  better  than  the 
great  storekeepers  can  know  them.  He  goes  to  the  same 
church  and  the  same  lodge  as  they  do,  he  understands  their 
individual  likes  and  dislikes,  and  adapts  his  goods  to  their 
individual  tastes.  And  since  the  personal  element  still 
counts  for  a  good  deal  with  the  average  retail  customer,  so 
the  retail  merchant  who  has  this  hold  on  the  customer 
manages  to  survive  in  a  competition  where  most  of  the 
great  economic  advantages  seem  to  be  on  the  side  of  the 
departmental  store.  The  small  grocers  in  the  residential 
districts  of  cities  survive  because  they  are  more  conven- 
iently situated  for  the  customers  and  study  their  tastes 
more  than  can  the  departmental  stores. 

Conditions  of  Large  Scale  Production. 

In  general,  as  we  have  seen,  though  with  a  few  important 
exceptions,  large  scale  production  has  been  gaining  ground 
on  small  scale  production.     For  this  large  scale  production 
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to  arise,  certain  primary  conditions  are  requisite.  There 
will,  of  course,  be  no  possibility  of  large  scale  production 
unless  there  is  a  considerable  demand  for  the  commodities 
in  question.  This  goes  without  saying.  A  condition  not  so 
obvious,  but  just  as  essential  to  large  scale  production  is  a 
large  investment  of  capital.  In  some  cases  the  investment 
required  is  enormous. 

For  instance,  an  expert  witness  told  the  United  States 
Industrial  Commission  that  to  equip  an  up-to-date  iron  and 
steel  manufacturing  plant  large  enough  to  secure  the  eco- 
nomic advantages  arising  from  the  division  of  labor  would 
require  an  investment  of  from  $20,000,000  to  $30,000,000. 
Who  is  there  that  has  so  much  money  to  invest?  And 
would  such  a  fortunate  individual  be  likely  to  risk  the  loss 
of  his  great  possessions  by  investing  all  his  capital  in  a 
single  steel  plant  which  might  well  be  undersold  and  ruined 
by  an  even  more  gigantic  body,  such  as  the  Ignited  States 
Steel  Corporation? 

Limited   Liabiiity  Companies. 

The  enormous  investment  of  capital  required  by  modern 
large  scale  production  is  then  rarely,  even  in  these  days  of 
millionaires  and  multi-millionaires,  provided  by  one  or  even 
by  a  few  persons,  though  a  small  group  of  persons  may 
undertake  to  tinance  the  concern,  i.e.,  advance  the  necessary 
funds,  trusting  that  the  public  will  buy  stock  later.  The 
great  manufactures,  the  great  transportation  lines  of  to-day 
are  operated  by  joint  stock  companies,  often  with  thousands 
of  shareholders.  The  Standard  Oil  Trust,  for  example,  had 
at  the  time  of  its  so-called  dissolution,  when  its  affairs  came 
into  the  limelight,  about  six  thousand  shareholders.  The 
Steel  Trust  has,  I  believe,  a  much  greater  nura'ber. 

An  Expanded  Partnership. 

These  joint  stock  companies  are  a  sort  of  expansion  of  the 
older  partnerships.  We  all  understand  that  three  or  four 
men  may  join  their  resources  and  go  into  a  business  to- 
gether.    Some  of  them  may  be  silent  partners,  simply  in- 
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vesting  their  money  and  receiving  periodically  a  sliare  of 
the  profits  earned  or  sharing  the  losses  incurred.  Others 
may  he  active  partners,  receiving  a  salary  for  their  personal 
services  as  well  as  sharing  in  the  profits  or  losses.  Now,  if 
such  a  partnership  business  goes  into  bankruptcy,  perhaps 
through  the  defalcation  of  one  of  the  partners,  each  of  the 
other  partners  is  liable  to  the  full  extent  of  his  property  if 
so  much  is  needed  to  satisfy  the  creditors  of  the  concern. 
This  is  what  is  called  an  unlimited  partnership.  No  matter 
how  many  partners  are  in  a  concern,  every  partner  is 
liable  for  the  full  extent  of  the  concern's  liabilities.  Until 
modern  business  methods  arose  in  the  nineteenth  century,  it 
was  rarely  that  the  Government  allowed  the  shareholders  of 
a  business  enterprise  any  limitation  of  liability.* 

An  Unlimited  Liability  Corporation 

What  this  theory  leads  to  when  applied  to  corporations 
doing  a  modern  business  is  illustrated  by  the  case  of  the 
City  of  Glasgow  Bank,  which  failed  with  enormous  liabili- 
ties in  1878.  (This  failure  is  well  described  in  Sykes'  edi- 
tion of  "Gilbart's  History,  Pi-inciples  and  Practice  of  Rank- 
ing," Vol.  II.,  pp.  364-390.)  At  that  time  three  of  the 
older  Scotch  banks  were  under  the  system  of  limited  lia- 
bility, the  other  banks  of  Scotland  under  unlimited  lia- 
bility^— that  is,  every  shareholder,  just  like  a  partner  iji  an 
ordinary  business,  was  liable  to  the  full  value  of  his  prop- 
erty for  all  liabilities  of  the  bank.  When  the  City  of  Glas- 
gow Bank  failed  the  shareholders  thus  found  themselves 
liable  for  all  the  debts  of  the  bank.  As  a  result  the  major- 
ity of  them  were  ruined,  as  the  calls  upon  them  amounted 
in  the  aggregate  to  £2,750  for  every  £100  share  neld  by 
them.  As  a  natural  consequence  there  was  widespread  con- 
sternation among  the  shareholders  of  other  similar  banks, 
and  the  price  of  shares  declined  greatly.     No  one  wanted 

*There  were  some  exceptions.  Typical  eases  of  these  are  the 
Bank  of  England  and  the  East  India  Company.  The  former  was 
given  special  privileges  because  it  loaned  money  to  the  Govern- 
ment; the  latter  because  of  Charles  11. 's  desire,  on  his  restoration 
in  1660,  to  conciliate  the  great  merchants  of  London. 
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to  invest  any  money  in  shares  which  might  involve  him  in 
a  liability  of  possibly  tv^enty  or  thirty  times  the  amount  of 
his  investment  in  case  the  enterprise  failed.  The  country 
realized  that  it  was  impossible  for  the  banks  to  continue  to 
exist  upon  this  basis,  and  in  the  following  year  the  law  was 
amended  so  as  to  allow  all  banks  to  register  themselves 
under  the  Companies  Act,*  and  thus  become  limited  lia- 
bility corporations.  This  was  absolutely  necessary  if  banks' 
shares  were  to  attract  investors,  as  no  one  wanted  to  be  a 
shareholder  under  the  previous  perilous  conditions.  The 
double  liability  imposed  upon  our  bank  shareholders  by  the 
Canadian  Bank  Act  is  a  relic  of  the  older  system. 

This  case  of  the  City  of  Glasgow  Bank  illustrates  the 
injustice  of  holding  shareholders  responsible  with  their 
whole  property  for  the  debts  of  a  business  over  the  conduct 
of  which  they  can  have  no  constant  supervision  and  control. 
In  a  small  partnership  consisting  of  say  three  members,  it 
may  be  reasonable  to  hold  each  of  them  fully  responsible 
for  what  the  others  do,  but  in  a  great  modern  enterprise 
with  thousands  of  shareholders,  often  widows  and  orphans 
who  know  little  or  nothing  about  how  the  business  is  being 
carried  on,  it  is  quite  unreasonable  to  claim  that  they  should 
lose  their  whole  property  because  of  some  investment  made 
perhaps  years  before  and  almost  forgotten  by  the  investor. 
Such  an  investment  may  even  have  passed  by  bequest  from 
the  hands  of  the  original  investor  into  those  of  persons  who 
may  be  ruined  instead  of  benefited  thereby. 

Thus  we  have  to-day  the  principle  of  limited  liability  in 
large  corporations  everywhere  adopted.  For  great  modern 
enterprises  an  enormous  amount  of  new  capital  is  required. 
The  savings  of  comparatively  poor  men  amount  in  the  ag- 
gregate to  far  more  than  the  accumulations  of  the  million- 

*]n  such  a  course  as  this  it  is  unnecessary  to  trace  through  its 
various  stages  the  progress  of  the  movement  in  favor  of  allowing 
the  free  incorporation  of  limited  liability  companies  in  the  business 
world.  The  influence  of  that  movement  was  naturally  first  felt  in 
the  country  industrially  most  advanced — 'Britain.  Its  triumph  was 
a  slow  process.  The  gradual  extension  of  the  principle  of  limited 
lia'bility  can  be  traced  through  different  Acts  of  the  British  Par- 
liament passed  between  1826  and  1879. 
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aires,  and  it  is  from  this  source  that  the  bulk  of  new  capital 
must  be  raised.  Consequently  those  who  are  desirous  of 
raising  capital  issue  stocks  and  bonds  which  appeal  even  to 
the  poor  man  who  has  only  a  little  money  to  invest.  Thus 
to-day  many  companies  issuing  bonds  issue  tliem  in  >|^100 
units,  while  only  a  few^  years  ago  they  usually  issued  their 
bonds  in  $500  or  $1,000  units.  The  raising  of  capital  is 
facilitated  by  the  fact  that  the  investor,  except  in  tiie  case 
of  the  double  liability  of  banks,  can  in  no  case  lose  Diore 
than  the  actual  amount  of  his  investment. 

Growth  of  Limited  Liability  Corporations. 

The  growth  of  limited  liability  corporations  in  business 
is  stupendous.  In  1909,  according  to  a  report  submitted  by 
the  Commissioner  of  Internal  Revenue  to  the  Treasury 
Department  of  the  United  States,  the  corporations  doing 
business  in  that  country  had  issued  capital  stock  to  the 
amount  of  $57,886,000,000  and  bonds  to  the  amount  of 
$30,715,000,000.  flaking  all  due  allow^ance  for  stock  and 
bonds  issued  below  par,  it  is  probable  that  the  actual  invest- 
ment in  these  corporations  is  at  least  $60,000,000,000,  or 
about  $3,800  for  every  family  of  five  persons  in  the  country. 
About  half  the  total  wealth  of  the  nation  is  thus  held  by 
these  corporations,  or  rather  throHgh  these  corporations,  for 
it  should  not  be  forgotten  that  the  shareholders  are  the 
owners  of  these  corporations  and  that  their  number  is 
legion. 

Advantages  of  Limited  Liability. 

The  limited  liability  company  has  been  of  great  use  to 
the  world  during  the  comparatively  short  period  of  its  pre- 
dominance. It  has  enabled  all  sorts  of  people,  professional 
men,  w^idows,  orphans,  etc.,  to  invest  their  savings  in  com- 
mercial enterprises  and  to  share  the  profits  of  businesses 
of  which  they  know  little  or  nothing.  Unlike  the  partners 
in  the  old-time  business,  they  are  able  to  sell  their  shares 
through  the  stock  exchange  at  any  time  when  they  begin  to 
distrust  the  future  of  their  investment  or  when  thev  need 
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the  money.  It  has  provided  the  capital  for  daring  and  ad- 
venturous undertakings,  for  achievements  which  are  reck- 
oned among  the  glories  of  our  age,  capital  for  which  could 
not  have  been  secured  if  the  investor  were  liable  beyond 
the  amount  which  he  actually  paid  for  his  shares.  Who 
would  have  invested,  for  instance,  in  the  first  Atlantic 
Cable  Company,  in  the  Marconi  Wireless,  in  the  Bell  Tele- 
phone, or  even  in  the  C.  P.  R.  at  their  beginnings,  if  the 
failure  of  these  various  schemes,  the  risk  of  which  he  had 
to  take,  had  involved  him  in  an  unlimited  liability  for  all 
the  debts  contracted  by  these  enterprises"?  No  one  who 
realizes  the  many  advantages  arising  from  the  working  out 
of  this  principle  in  modern  business  life  would  think  of  a 
return  to  the  old  system  of  unlimited  liability. 

Disadvantages  of  Limited  Liability  Corporations. 

The  limited  liability  corporation,  while  a  necessity  in 
modem  business,  is  by  no  means  an  unmixed  blessing  to 
society.  It  has  brought  with  it  its  peculiar  typo  of  evils, 
though  they  do  not  nearly  offset  its  advantages. 

Chief  among  these  is  the  immense  waste  of  capital  in  the 
organization  of  what  are  called  ''wild-cat"  companies,  such 
as  are  many  of  the  mining  companies  of  to-day.  The  inves- 
tor, or  rather  speculator,  too  often  prefers  the  chance  of 
large  profits  to  the  six  or  seven  per  cent,  obtained  l\y  invest- 
ing his  savings  in  more  stable  and  legitimate  enterprises. 
In  the  aggregate,  it  is  said,  the  investing  public  has  put 
more  of  its  savings  into  Cobalt  than  it  will  ever  get  out. 

Again,  nothing  is  commoner  than  for  a  skilful  promoter 
to  buy  a  business  for  say  $500,000,  capitalize  it  at  $1,000,- 
000,  sell  the  shares  for  $750,000,  and  pocket  a  quarter  of  a 
million  on  the  transaction.  The  business  is  then  expected 
to  earn  profits  on  $1,000,000  capitalization,  when  the  actual 
investment  is  only  half  that  sum.  Various  nations,  notably 
Germany,  have  tried  to  prevent  such  transactions  by  requir- 
ing that  the  actual  investment  in  the  company  shall  be  the 
basis  of  its  capitalization. 

On  the  whole,  people  probably  paid  more  attention  to  the 
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character  of  their  investments  when  these  involved  them  in 
an  unlimited  liability.  Nevertheless,  the  almost  phenom- 
enal growth  and  achievements  of  the  limited  liability  com- 
pany show  that  its  existence  is  in  harmony  with  the  trend 
of  modern  commercial  development,  and  it  is  undoubtedly 
a  factor  of  permanent  and  increasing  importance. 
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EXAMINATION  QUESTIONS 

ECONOMICS. 

LESSON  6. 

1.  Give  statistics  showing  the  increase  of  large  scale  pro- 
duction in  Canadian  and  American  manufactures. 

2.  What  reasons  would  you  give  for  the  increase  in  large 
scale  production  in  transportation  arising  through  the 
consolidation  of  railroads  into  a  few  great  systems  ? 

8.  Secure  from  some  local  source  figures  illustrating  the 
economy  in  cost  of  plant  and  power  due  to  large  scale 
production. 

4.  Give  the  facts  of  the  situation  in  the  Chicago  packing 
houses  to  show  the  economy  of  labor  in  large  scale 
production.     Can  you  find  a  local  parallel? 

5.  What  advantages  has  the  large  scale  producer  over  the 
small  scale  producer  in  purchasing  raw  material  and 
selling  the  finished  product? 

6.  Discuss  the  exceptions  mentioned — agriculture  and  re- 
tail stores.    Why  do  the  exceptions  persist  ? 

7.  Do  you  always  buy  goods  of  various  kinds  at  the  place 
where  the  price  is  lowest?  What  other  motives  influr 
ence  your  choice? 

8.  Illustrate  the  dangers  of  unlimited  liability  in  modern 
business  by  reference  to  the  case  of  the  City  of  Glas- 
gow Bank.  What  do  you  think  of  our  double  liability  ? 
Illustrate  by  the  Farmers'  Bank  case. 

9.  Trace  the  rise  and  discuss  the  necessity  of  the  limited 
liability  company  in  modern  business. 

10.    Discusvs  any  disadvantages  of  limited  liability  corpora- 
tions. 
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ECONOMICS 

LESSON  VII. 

Exchange 


THE  problems  connected  with  exchange — i.e.,  the 
voluntary  giving  of  one  commodity  or  service  on 
condition  of  receiving  another — are  among  the 
most  important  with  which  we  shall  have  to  deal. 
They  will  form  the  subject  of  the  next  four  les- 
sons, VII.,  VIII.,  IX.  and  X.:  the  present  lesson 
deals  with  the  general  problems  of  exchange;  the 
eighth  with  money,  the  medium  of  exchange;  the  ninth 
with  credit  exchange — banking;  the  tenth  with  the  laws  of 
international  exchange  or  international  trade. 

The  importance  of  exchange  as  a  division  of  economics 
may  be  realized  in  a  moment  by  supposing  all  exchange  of 
commodities  at  an  end.  In  such  a  case,  each  individual 
would  have  to  produce  for  himself  everything  that  he 
needed,  with  the  result  that  we  should  all  find  ourselves 
living  like  savages,  since  none  of  us  could  produce  for  liim- 
self  more  than  would  satisfy  the  most  elementary  cravings 
of  his  physical  life — food,  clothing  and  shelter.  Even  these 
needs  would  be  only  miserably  satisfied,  while  all  the  higher 
needs  of  mankind  would  go  entirely  unappeased.  So  in  his 
economic  life,  as  elsewhere,  man  is,  as  Aristotle  says,  a 
social,  a  gregarious  animal.  He  who  lives  to  himself  alone 
is  V  Or^piov  Tj  Geos — either  a  beast  or  a  god — less  or  more 
than  human. 

Rate  of  Exchange  of  Commodities. 

The  exchange  of  commodities  is,  then,  a  primary  neces- 
sity of  civilized  life.  The  next  important  point  is  that  of 
the  exchange  value  or  the  rate  of  exchange — the  amount  of 
any  one  commodity  which  it  is  necessary  to  exchange  in  the 
market  for  a  given  amount  of  another,  and  the  laws  by 
which  that  amount  is  regulated  by  supply  and  demand 
(see  Lesson  I.)  under  various  conditions  of  life.  (Here  the 
student  may  either  exclude  money  from  consideration  alto- 
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gether,  or  he  may,  as  he  is  perfectly  justified  in  doing, 
treat  it  as  a  single  commodity' — gold,  since  our  dollar  is 
simply  23.22  grains  of  pure  gold.) 

This  great  problem  of  the  rate  of  exchange  of  commodi- 
ties against  each  other,  or  against  money,  has  become  enor- 
mously complicated  under  modern  conditions  of  living, 
where  the  prices  of  at  least  the  staple  commodities  are  de- 
cided in  a  world-wide  market.  The  student  will  find  it 
far  easier  to  grasp  the  main  points  if  he  allows  himself  to 
be  mentally  transported  to  some  small  market*  such  as 
was  furnished  by  the  mediaeval  town  and  its  surrounding 
district,  or  such  as  might  still  be  furnished  by  some  remote, 
self-sufficing  community  of  to-day.  He  should  also  refer 
to  the  latter  part  of  Lesson  I.,  a  knowledge  of  which  is 
taken  for  granted. 

Competition  in  a  Small  Market. 

Suppose,  then,  that  in  some  such  isolated  place  where 
communication  with  the  outside  world  is  exceedingly  diffi- 
cult, and  there  is  practically  no  need  to  consider  importa- 
tion, four  persons — A,  B,  C,  D—  are  the  sole  producers  of 
a  given  commodity — hats,  for  example.  Under  such  con- 
ditions each  of  the  competing  hatters  would  be  trying  all 
the  time  to  allure  customers  to  himself  from  the  others.  He 
would  do  so  by  attempting  to  give  them  more  for  the  same 
money  or  the  same  thing  for  less  money  than  his  competi- 
tors, or  at  least  to  make  them  believe  he  was  doing  so. 

How  would  this  be  possible?  For  one  thing,  he  might 
work  harder  and  thus  turn  out  a  greater  product  per 
annum  than  his  competitors,  and  thus  his  labor  cost  per 
unit  of  product  would  be  less.  Secondly,  he  might  keep  his 
living  expenses  down  below  theirs,  and  thus  be  able  to 
subsist  on  a  small  margin  of  profit.  Thirdly,  he  might 
use  some  labor-saving  machinery  not  used  by  his  competi- 

*A  market,  in  tlie  economic  use  of  the  word,  does  not  mean  any 
particular  place  where  buyers  and  sellers  higgle  over  the  prices  of 
commodities;  it  means  the  iprocess  of  higgling  between  all  the  buy- 
ers and  sellers  of  a  commodity,  as  a  result  of  which  a  normal 
market  price  for  the  time  being  is  finally  reached. 
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tors,  and  thus  turn  out  more  hats  in  a  shorter  time. 
Fourthly,  by  shrewdness  of  bargaining,  or  by  being  able  to 
pay  cash,  he  might  buy  his  raw  material  for  less  than  the 
others. 

Marginal  Producer  and  Producer's  Surplus. 
Normal  Price. 

In  all  or  any  of  these  ways,  then,  it  would  be  possible  for 
the  keenest  of  the  four  competitors  to  undersell  or  seem  to 
undersell  his  rivals.  Suppose  that  A,  the  most  efficient  of 
the  four  hatters  in  the  community  we  are  considering,  is 
able  to  make  a  living  by  selling  his  hats  for  $1.50;  B,  by 
reason  of  lack  of  capital  or  machinery,  or  perhaps  of  per- 
sonal skill  or  industry,  finds  he  cannot  make  ends  meet  if 
he  sells  for  less  than  $1.60 ;  C,  a  still  less  efficient  producer, 
cannot  afford  to  sell  his  hats  for  Less  than  $1.70.  These 
three,  however,  cannot,  even  when  working  at  their  utmost 
speed,  manufacture  as  many  hats  as  the  consumers  of  the 
community  require  and  are  willing  to  purchase  at  a  price 
remunerative  to  the  producer.  The  supply  is  not  equal  to 
the  demand.  So  we  have  a  fourth  producer,  D,  called  into 
activity,  who,  on  account  of  still  greater  inefficiency,  cannot 
make  a  living  wage  unless  he  is  able  to  dispose  of  his 
hats  at  $1.80.  The  community's  demand  is  just  sufficient 
to  purchase  his  product  at  $1.80,  and  thus  at  last  we  find 
supply  and  demand  in  equilibrium. 

There  is  probably  in  the  community  some  other  person, 
E,  who  could  produce  hats  for  $2.00,  but  as  a  sufficient 
supply  can  be  obtained  at  $1.80,  the  community  will  not 
pay  more  than  that.  Thus  $1.80  is  the  normal  market 
price — the  price  at  which  with  the  present  demand  a  suffi- 
cient supply  can  be  obtained.  But  the  others  are  not  going 
to  sell  their  hats  for  less  than  the  price  D  is  able  to  get — 
there  is  only  one  market-price  for  the  same  commodity  in 
the  same  market  at  the  same  time.  D  is  what  we  call  the 
marginal  producer — i.e.,  the  one  who  produces  so  ineffi- 
ciently that  he  can  just  make  a  living  at  the  market  price. 
A,  B  and  C  meanwhile,  who  are  able  to  make  a  living  when 


6  THE      SHAW      CORRESPONDENCE      SCHOOL 

selling  their  hats  at  $1.50,  $1.60'  and  $1.70,  are  now,  at  the 
market  price  of  $1.80,  making  an  extra  profit  of  30,  20  and 
10  cents  respectively  on  each  hat  sold.  This  profit  is  often 
called  producer's  surplus,  inasmuch  as  it  represents  the 
advantage  of  each  of  the  other  producers  per  unit  of  pro- 
duct over  that  producer  who  can  just  keep  in  business  at 
the  normal  market  price. 

Normal   Price. 

The  normal  price  under  the  conditions  which  we  have 
depicted  is,  then,  $1.80,  because  at  that  point  the  demand 
for  hats  is  just  equal  to  the  supply,  or,  as  the  economist 
puts  it,  supply  and  demand  are  in  equilibrium.  Suppose 
now  that  a  considerable  influx  of  immigrants  occurred,  and 
that  among  these  immigrants  there  were  no  hatters.  The 
result  would  be  that  the  demand  for  hats  would  be  in- 
creased while  the  supply  would  remain  stationary ;  those 
who  were  not  ready  to  pay  $2.00  for  a  hat  might  not  be 
able  to  procure  one.  If  the  new  normal  market  price  were 
$2,00,  E  would  be  able  to  begin  manufacturing  hats.  Again, 
new  hatters  might  come  into  the  community  w^ho  could  pro- 
duce an  abundance  of  hats.  The  competition  of  the  new- 
comers w^ould  naturally  drive  prices  down,  and  tliis  lower- 
ing of  prices  would  stimulate  the  demand  for  hats,  as 
under  the  law  of  diminishing  utility'*  a  consumer  might 
consider  a  hat  worth  $1.50  to  him  which  he  would  not  buy 
at  $1.80.  It  might  be  possible  to  dispose  of  all  the  product 
by  a  drop  of  prices  to  $1.50,  which  would  become  the  new^ 
normal  market  price.  To  put  this  briefly,  the  normal  mar- 
ket price  is  that  at  which  supply  of  and  demand  for  com- 
modities are  equal ;  where  demand  is  increased  while  supply 
remains  constant,  that  demand  is  checked  by  an  increase 
in  the  normal  market  price ;  where  supply  is  increased  and 
demand  remains  constant,  that  demand  is  stimulated  by  a 
drop  in  the  normal  market  price. 

So  far  all  our  argument  presumes  the  existence  of  free 
competition  between  buyers  and  sellers.     The  buyers  are 

*See  Lesson  I. 
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at  liberty  to  buy  as  cheap  as  they  can,  and  tlie  sellers  to 
sell  as  dear  as  they  can.  And  while  $1.80  is  our  normal 
market  price,  that  does  not  necessarily  mean  that  every 
transaction  is  closed  at  that  price.  A  keen  buyer  may 
easily  get  his  hat  for  5  or  10  cents  less.  A  keen  seller  may 
easily  secure  5  or  10  cents  more  by  taking  advantage  of  his 
ability  in  bargaining,  just  as  on  the  stock  exchange  slightly 
different  prices  are  often  paid  for  the  same  stock  at  almost 
the  same  moment.  The  actual  price,  however,  approxi- 
mates closely  to  the  normal  price. 

Advantages  of  Free  Competition. 

Free  competition  means  on  the  whole  an  economic  gain 
and  was  considered  by  the  older  economists  an  exceedingly 
beneficial  state  of  affairs.  Their  view  w^as  that  under  free 
competition  the  price  of  everything  would  be  forced  down 
to  the  minimum,  and  that  all  producers  would  always  be 
desirous  of  producing  as  efficiently  and  cheaply  as  possible 
in  order  to  undersell  their  competitors  and  to  let  tlie  con- 
sumer have  his  goods  at  the  lowest  possible  price.  "Com- 
petition," they  said,  ''is  the  life  of  trade."  It  kept  every- 
body hustling  to  adopt  the  latest  labor-saving  method  of 
production.  Thus  the  consumer  derived  the  ultimate  bene- 
fit. From  the  consumer's  point  of  view — and  economists 
are  in  the  narrower  sense  of  the  word  consumers  rather 
than  producers — nothing  could  be  more  admirable  than  the 
process  of  keeping  the  producers  of  commodities  on  the 
jump  to  supply  all  their  wants  at  the  lowest  possible  price. 

Disadvantages  of  Free  Competition. 

ITn fortunately,  competition  has  not  all  the  virtues 
claimed  for  it  by  its  enthusiastic  advocates.  Even  perfectly 
legitimate  means  of  gaining  advantages  over  one's  rivals 
may  be  pushed  to  excess.  Greater  speed  in  production  may 
and  often  does  lead  to  carelessness  in  workmanship — the 
article  being  got  up  to  sell,  and  the  seller  quite  oblivious 
of  the  fact  that  such  an  article  might  last  only  half  as  long 
as  the  better  product  of  other  makers.   Secondly,  one  manu- 
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facturer  may  use  poorer  material  than  his  competitors  and 
thus  produce  an  article  which  looks  ''just  as  good"  as 
theirs,  but  is  not.  He  may  use  cheap  ' '  shoddy ' '  to  make  a 
hat  just  as  others  use  it  to  make  clothes.  In  a  word,  he 
may  adulterate  his  product. 

Adulteration,  as  our  analysts  tell  us,  is  exceedingly  com- 
mon, occurring  in  manifold  forms,  such  as  the  using  of 
chicory  in  coffee,  of  shoddy  in  the  manufacture  of  clothes, 
etc.  It  may  result  in  gain  to  the  adulterator,  but  it  cer- 
tainly does  not  result  in  gain  to  the  general  public,  and 
may,  therefore,  be  described  as  illegitimate  competition 
from  the  public's  point  of  view.  Some  economists  have, 
however,  defended .  it,  and  John  Bright  protested  against 
an  anti-adulteration  law  on  the  ground  that  it  interfered 
with  freedom  of  competition,  saying  that  the  purchasers  of 
such  commodities  should  be  forced  to  look  out  for  them- 
selves. 

Another  means  of  getting  trade  away  from  one's  neigli- 
bor  is  by  advertising  in  various  ways.  No  doubt  a  certain 
amount  of  this  is  necessary  to  put  the  merits  of  one's  goods 
before  the  public,  but  only  too  often  that  advertising,  as  is 
often  the  case  with  patent  medicines,  unloads  worthless 
goods  upon  the  public.  The  advertising  bill  is  probably 
the  largest  that  most  patent  medicine  manufacturers  have 
to  pay.  But  for  all  advertising,  whether  of  meritorious 
goods  or  of  trash,  the  public  has  to  pay  the  cost  in  the 
long  run.  It  is  a  charge  upon  all  industry,  and  some  part 
of  our  present  high  prices  is  no  doubt  due  to  the  increase 
of  advertising. 

Decline  of  Competition. 

One  of  the  leading  phenomena  of  modern  economic  life 
is  the  decline  of  free  competition  in  many  important  indus- 
tries in  which  either  one  great  organization — a  trust — has 
secured  control  of  the  industry,  or  a  number  of  producers 
— a  pool — have  come  to  some  agreement  which  limits  their 
competition  in  various  ways,  as  by  refusing  to  sell  below  a 
certain  fixed  price.  To  show  how  such  a  state  of  things 
arises,  we  will  revert  to  our  former  illustration. 
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How  Competition  Declines. 

One  of  the  hatters,  who  by  hard  work  and  fore(thought, 
we  will  say,  has  got  ahead  of  the  others,  finds  himself  able 
to  save  money.  He  has  got  his  advantage  in  one  or  more 
of  the  ways  which  we  have  described,  and  by  giving  better 
values  to  his  customers  has  so  increased  his  sale  of  goods 
that  his  aggregate  profit  is  more  than  before.  He  finds 
himself,  then,  in  a  fairly  comfortable  position;  his  income 
is  considerably  higher  than  his  expenditure,  and  he  thus 
has  money  to  invest.  If,  as  his  previous  record  indicates, 
he  is  an  ambitious  person,  he  will  turn  his  savings  into  his 
business,  in  order  to  make  his  plant  more  efficient,  and  to 
secure  the  advantages  detailed  in  the  last  lesson  as  proceed- 
ing from  large  scale  production.  Then,  producing  on  a 
larger  scale  Ihan  his  competitors,  he  will  be  able  to  manu- 
facture much  more  cheaply  than  they,  and  will  be  able  to 
sell  his  goods  at  a  price  at  which  they  are  unable  to  com- 
pete. In  this  way,  then,  he  may  gradually  get  control  of 
the  hat  trade  of  the  community.  The  weakest  hat  maker, 
who  has  leasit  technical  and  business  skill,  may  find  it 
impossible  to  make  a  living  in  the  business  at  all — possibly 
he  may  become  an  employee  of  his  more  successful  rival. 
The  other  two,  we  will  say,  survive  with  difficulty,  just 
managing  to  exist  on  the  new  lower  prices  which  have  been 
set  for  the  community  by  the  large  scale  producer. 

Time  goes  on.  The  first  manufacturer  becomes  keener 
and  keener  for  enlarged  profits,  but,  strong  as  he  is,  he 
does  not  venture  to  raise  prices  and  drive  people  to  trade 
with  his  still  struggling  competitors.  Others  also  might 
find  it  profitable  to  enter  the  industry  if  he  were  to  put  up 
the  prices.  So  things  go  on  for  a  time,  until  finally  the 
happy  thought  strikes  him:  "Why  not  buy  out  the  others? 
They  will  sell  out  cheaply  because  they  are  making  so  little 
money.  Then  I  shall  be  in  sole  control  of  the  market  and 
may  put  prices  where  I  please."  So  he  tries  this  scheme, 
if  he  has  the  ready  cash  to  put  it  through.  If  he  has  not, 
then  he  may  amalgamate  the  three  industries  into  a  com- 
pany, of  which  the  other  two  perhaps  receive  cumulative 
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preferred  7%  stock  for  their  property,  while  the  large 
manufacturer  has  the  controlling  voice  on  account  of  his 
ownership  of  a  majority  of  the  stock. 

Monopoly. 

Now,  then,  we  have  a  monopoly  estahlished  in  our  com- 
munity, so  far  as  the  manufacture  of  hats  goes,  at  least. 
What  is  our  manufacturer  going  to  do  now?  and  where  is 
he  going  to  fix  the  prices,  since  he  has  the  only  factories 
equipped  for  hat-making,  and  it  is,  by  hypothesis,  impos- 
sible to  import  them  from  outside?  He  has  complete  con- 
trol of  the  supply. 

Limitations  of  Monopoly. 

Our  manufacturer  is  anxious  to  make  as  much  as  he  can, 
but  he  cannot  drive  the  price  too  high  or  else  the  common 
people  will  give  up  wearing  hats  altogether.  These  may 
become  a  mark  of  wealth  and  distinction,  like  automobiles. 
But  such  a  course  would  not  pay  him,  because  in  every 
community  the  comparatively  poor  are  far  more  numerous, 
and  in  the  aggregate  buy  far  more  largely  of  such  articles 
as  hats  than  do  the  wealthy.  It  is  not  our  manufacturer's 
object  to  make  the  most  possible  on  each  individual  hat,  but 
to  make  the  greatest  aggregate  profit  on  his  whole  product. 
He  might  be  supposed  to  know  rdready  just  about  how  many 
hats  the  community  will  take  at  each  price,  but  if  he  does 
not  he  will  have  to  experiment  by  raising  and  lowering  the 
prices  and  calculate  what  price  gives  him  tlie  greatest  ag- 
gregate profi^t.  His  calculation  might  run  about  as  follows: 
At  $10.00  I  can  sell  3,000  hats  costing  $1.60  each; 

net  profit  on  each  bat  $8.40;  or $25,200 

At  $5.00  I  ca-a  sell  10,000  hats  costing  $1 .50  eacli : 

net  profit  on  each  hat  $3.50;  or. 35,000 

At  $4.00  I  can  sell  20,000  hats  costing  $1.40  each; 

net  profit  on  each  hat  $2.60;  or 52,000 

At  $3.00  I  can  sell  32.000  hats  costing  $1.30  each ; 

net  profit  on  each  hat  $1.70;  or $54,400 


ECONOMICS  11 

At  $2.00  I  can  sell  50,000  hats  costing  $1.20  each; 

net  profit  on  each  hat  80c. ;  or $40,000 

Fixation  of  Monopoly  Price. 

Our  manufacturer,  then,  experiments  with  the  above 
results,  and  after  thoroughly  testing  what  he  can  sell  at  the 
various  prices  places  the  price  at  $3.00  and  keeps  it  at  that 
until  $3.00  becomes  recognized  in  that  community  as  the 
customary  price  for  a  hat. 

From  this  we  may  derive  the  general  conclusion  that 
when  an  individual  or  a  group  of  men  acting  together  are 
in  control  of  the  supply  of  an  article,  the  price  at  which 
they  will  sell  it  will  be  that  at  which  the  total  aggregate 
profit  to  themselves  will  be  greatest.  They  will  not  put  the 
price  extremely  high,  because  then  ordinary  people  will  try 
to  find  some  substitute,  if  the  article  is  not  absolutely  in- 
dispensable to  life;  the  demand  at  the  high  price  will  be 
slight,  the  sale  will  be  small,  and,  although  the  profits  on 
each  article  sold  will  be  large,  yet  they  will  not  total  as 
much  as  if  a  lower  price  had  been  set  and  a  greater  number 
of  articles  sold.  In  order  to  sell  on  a  very  large  scale,  the 
monopolists  must,  as  a  rule,  be  content  with  a  fairly  mod- 
erate price  per  unit  of  product.  They  cannot  usually  force 
goods  on  a  consumer  who  does  not  find  it  worth  his  while 
to  buy  them.  His  demand  and  the  price  which  he  is  willing 
to  pay  is  governed  by  the  utility  of  the  article  to  him,  and, 
as  we  have  seen  in  Lesson  I.,  this  utility  is  a  diminishing 
utility — it  decreases  with  every  increase  in  the  amount  of 
the  article  which  he  already  has. 

The  manufacturer  seems  now  to  be  in  a  very  enviable 
position,  raking  in  large  profits  from  the  sale  of  the  articles 
which  he  controls.  But  to  some  extent  at  least  he  is  a  colos- 
sus with  feet  of  clay.  Selling  hats  at  $3.00  which  cost  him 
only  $1.30  to  produce,  he  is  never  sure  that  some  new  man 
may  not  commence  manufacturing  the  goods  and  cut  into 
his  very  profitable  trade.     There  is  no  law  against  it.     The 

*The  tteeliue  in  cost  of  produetion  here  shown  is  owing  to  the 
saving  due  to  large  scale  production. 
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new  man  is  just  as  much  entitled  to  carry  on  the  hat-making 
industry  as  the  monopolist. 

How  the  New  Competition  is  Crushed. 

Suppose  such  a  case  occurs.  A  bright  young  man  of 
small  capital,  but  considerable  technical  skill  and  business 
ability,  begins  to  manufacture  hats,  selling  them  at  $2.50. 
The  monopolist  cuts  his  price  to  $2.25,  his  rival  to  $2.00. 
The  monopolist  makes  a  further  reduction  to  $1.75,  and 
his  rival  then  offers  his  hats  at  $1.50.  This  we  will  sup- 
pose is  rock-bottom  price  for  him,  as  he  manufactures  only 
on  a  small  scale.  The  monopolist  can,  however,  go  on  down 
to  his  manufacturing  price  of  $1.30  or  so.  If  the  rival  has 
only  small  capital  he  is  apt  to  be  ruined;  if  he  has  large 
capital  and  can  stand  for  a  considerable  time  the  strain  of 
manufacturing  without  a  profit,  then  the  monopolist  will 
get  tired  of  the  game  and  the  result  will  in  all  probability 
be  some  sort  of  arrangement  between  the  two  as  to  prices 
and  quantities  to  be  sold  at  those  prices.  Or  perhaps  the 
younger  man  may  be  taken  into  the  monopoly,  receiving 
stock  for  his  interest  in  his  factory. 

Thus  the  monopoly  or  single  control  of  the  industry 
would  be  restored,  and  the  consumer  would  again  have  to 
pay  the  monopoly  price  for  the  commodity.  But  it  should 
be  remembered  that  still  another  rival  may  arise  at  any 
moment  and,  if  reasonably  well  provided  with  capital,  may 
make  considerable  trouble  for  the  monopolist,  though  in  the 
end  he  is  likely  to  be  ruined  or  forced  to  sell  out  to  the 
monopoly. 

Greater  Power  of  the  Large  Monopoly. 

This  is  still  more  likely  to  occur  when  a  monopoly  holds 
the  trade  of  a  hundred  communities  and  some  local  com- 
petitor begins  business  in  one  of  them.  Then  the  monopoly 
can  easily  afford  to  sell  at  a  loss  in  that  community  (per- 
haps recouping  itself  by  higher  prices  in  the  others),  crush 
its  competitor,^  and  then  raise  its  prices  again  to  their  nor- 
mal level.    Of  course,  if  the  new  rival  has  capital  sufficient 
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to  enable  him  to  compete  in  all  or  most  of  the  markets  of 
the  older  company  at  once,  it  will  be  impossible  to  dispose 
of  him  so  easily.  In  such  a  case  the  result  will  probably  be 
the  amalgamation  of  the  two  concerns,  or  at  least  a  working 
agreement  between  them  not  to  sell  at  less  than  a  certain 
fixed  price.  This  would  in  practice  have  the  effect  of  per- 
petuating the  monopoly. 

Monopoly  Price  Not  Necessarily  Higher  Than 
Competitive. 

Our  analysis  probably  fairly  covers  the  situation  with 
regard  to  such  a  commodity  as  hats  under  competitive  and 
under  monopolistic  conditions.  But  the  student  must  re- 
member one  thing — there  is  no  absolute  necessity  that  a 
monopoly  price  for  a  certain  article  will  be  above  the  com- 
petitive price  for  the  same  article  in  the  same  market.  In 
the  case  of  competition,  as  we  have  seen,  the  price  must  be 
sufficient  to  equal  the  cost  of  production  of  the  least  effi- 
cient producer  whose  product  is  needed  by  the  community 
in  question.  The  monopoly,  however,  is,  because  of  the 
great  advantage  of  large  scale  production,  the  most  efficient 
producer  rather  than  the  least,  and  it  may  pay  the  monop- 
oly to  fix  its  price  at  a  figure  which  makes  its  profit  per 
article  less  than  the  producer's  surplus  of  the  most  efficient 
over  the  least  efficient  producer.  By  doing  so  it  may  make 
the  largest  possible  aggregate  profit,  because  of  the  enor- 
mous demand  induced  by  the  low  price  of  the  article  which 
it  controls.  Some  people  claim  that  Standard  Oil  is  in  this 
position — that  its  prices  are  less  than  those  which  would  be 
necessary  if  the  old  wasteful  competitive  system  prevailed. 
This  is  very  much  a  matter  of  opinion.  What  is  certain  is 
that  the  price  of  oil  is  lower  than  it  was  under  the  old 
competitive  system — lower  because  of  the  great  improve- 
ment in  the  production  and  transportation  of  oil.  But  we 
cannot  be  sure  that  if  competition  were  restored  to-day 
under  these  improved  conditions,  the  price  of  oil  would  not 
be  lower  than  it  is.  It  is  probably  rarely  the  case  that 
monopoly  price  is  less  than  competitive. 
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Distinction  Between  Competitive  and  Monopoly 
Price. 

So  far  we  have  dealt  in  the  main  with  a  small  isolated 
community,  and  we  have  found  that  the  price  of  a  com- 
modity, when  free  competition  prevails,  is  likely  to  be  equal 
to  the  cost  of  production  of  that  commodity  when  manu- 
factured by  the  least  efficient  producer  actually  employed; 
other  producers  have  a  lesser  cost  of  production  per  unit 
simply  because  they  are  more  skilful  or  have  larger  and 
better  equipment,  and  these  favored  persons  selling  the 
same  article  for  the  same  price — ^because  one  article  cannot 
liave  two  prices  in  the  same  market  at  the  same  time^ — 
secure  a  producer's  surplus — the  difference  between  their 
lower  cost  of  production  and  the  higher  cost  of  production 
of  the  least  efficient  producer. 

Under  monopoly,  on  the  other  hand,  the  price  tends  to 
be  that  which  gives  the  monopolist  the  greatest  aggregate 
profit.  In  a  small  community,  as  we  have  seen,  he  will  be 
able  to  experiment  and  find  out  approximately  what  that 
price  will  be. 

Difficulty  of  Predicting  Supply  and  Demand. 

In  practice,  the  fact  that  for  most  commodities  to-day  our 
market  is  a  world-market  greatly  complicates  our  problem. 
It  is  not  merely  the  hat-makers  of  a  single  community  who 
are  in  competition — it  is  the  hat-makers  of  the  whole  world. 
And  who  is  going  to  tell  the  hat-makers  of  Toronto  or 
Montreal  how  many  hats  will  be  manufactured  or  are  going 
to  be  needed  at  a  given  price  throughout  the  world  in  a 
given  space  of  time^^say  a  year  ?  In  the  modern  world  our 
competing  hat-makers  go  on  producing  blindly,  with  only 
the  roughest  general  ideas  as  to  the  state  of  the  market. 
And  none  of  them  can  tell,  unless  he  has  a  contract  signed 
for  the  purchase  of  his  product,  what  he  will  get  for  that 
product  in  the  market.  It  is  clearly  impossible  for  one 
small  competitor  in  one  corner  of  the  world  to  gauge  what 
the  world's  demand  in  a  given  time  is  likely  to  be.  And 
while  he  may  be  able  to  save  up  his  hats  if  there  is  no  imme- 
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diate  demand  for  them,  yet  the  fact  that  the  next  year  they 
would  be  out  of  fashion  would  make  it  impossible  for  him 
to  sell  them  for  w^hat  they  had  cost  him.  Fashion  is  a  dis- 
turbing factor  with  which  the  makers  of  clothes  have  to 
reckon. 

The  producer  of  an  absolutely  staple  commodity — a  com- 
modity that  is  always  usable,  like  wheat,  or  still  more,  gold 
— is  in  a  somewhat  better  position.  If  his  product  is  not 
purchased  at  a  fair  price  one  year,  he  can  keep  it  until  the 
next — in  the  case  of  wheat,  with  considerable  cost  for  stor- 
age and  loss  through  shrinkage  of  the  grain ;  in  the  case  of 
gold,  with  practically  no  expense  except  that  for  safekeep- 
ing. In  the  case  of  our  food  products,  the  quantity  of 
which  is  largely  dependent  upon  nature,  a  good  year  is  thus 
used  to  balance  up  a  poor  one,  with  the  result  that  prices 
in  the  good  year  are  a  little  higher  than  they  would  other- 
wise be,  while  in  a  bad  year  they  are  lower  than  they  would 
be  if  only  the  crop  of  that  year  were  available  for  con- 
sumption. 

The  same  thing  happens  in  regard  to  fruits.  With  equal 
crops  and  equal  demand,  prices  are  higher  at  the  height  of 
the  season  and  lower  out  of  season  than  before  the  inven- 
tion of  cold  storage.  At  the  height  of  the  season,  when 
fruit  is  exceedingly  plentiful  and  is  sold,  as  the  saying 
runs,  for  a  song,  the  cold  storage  people  take  a  considerable 
portion  of  it  out  of  the  market,  thus  lessening  the  supply 
and  increasing  the  price.  On  the  other  hand,  fruit  is  now 
cheaper  out  of  season,  because  the  cold  storage  companies 
are  letting  it  out  of  storage  at  a  moderate  rate  compared 
w4th  what  was  charged  when  it  had  to  be  imported  from 
some  distant  land. 

These  considerations  greatly  modify  the  rigidity  of  our 
conclusions.  What  producer  or  what  consumer  is  able  at 
any  moment  to  say  with  knowledge  of  the  supply  of  or  the 
demand  for  a  given  commodity  at  various  prices,  just  what 
the  normal  price  of  that  commodity  will  be?  On  the  whole, 
all  one  can  say  is  that  the  local  market  price  tends  t-o  be  the 
same  as  the  normal  price  at  the  chief  centre  of  distribution, 
less  the  cost  of  transportation.     Thus  the  price  of  wheat  in 
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the  United  States  and  Canada  long  tended  to  be  equal  to 
that  in  Liverpool,  less  cost  of  transportation.  This  was  the 
case  so  long  as  both  the  United  States  and  Canada  exported 
large  quantities  of  wheat  to  Liverpool,  but  is  scarcely  so 
now,  as  the  United  States  consume  nearly  all  their  product. 
On  the  whole,  one  may  say  that  a  great  staple  commodity 
such  as  w^heat  tends  to  conform  more  strictly  to  the  normal 
price  in  a  competitive  market  than  other  commodities,  be- 
cause wheat  is  so  important  to  the  race  that  information 
about  the  condition  of  the  wheat  crops  of  different  countries 
is  very  widely  diffused.  The  demand  for  it  is  also  fairly 
constant,  or  rather  increases  approximately  in  proportion 
w^ith  the  growth  of  population  of  the  wheat-eating  coun- 
tries. Wheat  is  not  likely,  in  our  time  at  least,  to  go  out 
of  fashion. 

Concentration  of  Trade. 

As  the  trade  of  the  world,  in  its  great  staple  commodities 
is  passing  into  fewer  and  fewer  hands  and  centering  in  a 
few  great  communities  such  as  London,  Paris,  New  York 
and  Chicago,  we  may  expect  to  find  demand  and  supply 
more  accurately  calculated  by  those  who  ai*e  at  the  centre 
of  affairs.  These  men  will  be  all  the  time  receiving  mes- 
sages as  to  the  state  of  supply  and  as  to  the  conditions  in- 
fluencing demand  in  various  parts  of  the  world,  and  they 
will  more  and  more  ^'make"  the  market  price  on  the  basis 
of  a  consideration  of  supply  and  demand.  They  may  do 
even  more.  They  may,  like  Standard  Oil,  embrace  the 
whole  world  with  their  organization,  and  may  be  able  to 
dictate  to  the  world  a  market  price  higher  than  the  normal 
competitive  price — a  monopoly  price  which  will  bring  them 
the  greatest  possible  aggregate  profit. 

On  this  subject  students  are  strongly  advised  to  read 
Frank  Norris'  novel.  The  Pit,  which  may  be  obtained  at 
most  public  libraries.  It  is  published  by  Nelson  and  may 
be  secured  (from  Toronto  booksellers  at  least)  at  the  very 
moderate  price  of  fifteen  cents,  plus  postage. 
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EXAMINATION  QUESTIONS 
ECONOMICS. 

LESSON  7. 

1.  Mention  ways  in  which  a  merchant  may  attract  cus- 
tomers from  his  competitors.  Which  of  these  bring 
gain  to  the  public  ?    Which  do  not  ? 

2.  Explain  clearly  what  is  meant  by  normal  market  price  ? 
Marginal  producer?    Producer's  surplus? 

3.  Why  does  demand  increase  when  prices  fall? 

4.  Illustrate  from  your  own  experience  the  economic  ad- 
vantages of  free  competitian, 

5.  Show  clearly  how  out  of  a  state  of  free  competition 
combination  and  monopoly  may  arise. 

6.  How  is  it  possible  for  a  monopoly  to  maintain  itself 
in  an  industry  which  anyone  is  free  to  enter? 

7.  Explain  the  way  in  which  the  holder  of  a  monopoly 
regulates  his  prices. 

8.  Suppose  a  monopolist  knows  in  advance  the  demand 
for  his  commodity  at  different  prices  and  its  cost  of 
production  when  produced  in  those  quantities,  where 
would  he  fix  the  price  in  the  following: 

Profit  ? 


Demand. 

Cost. 

10  at  $1,000 

10  at  $500 

20  ''        800 

20  "     460 

30  ''        700 

30  ''     450 

40  ''        600 

40  ''     430 

60  ''        500 

60  "     425 

80  ''        450 

80  "     420 

[00  ''        400 

100  ''     415 
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9.  What  makes  it  impossible  for  the  man  who  opens  up 
a  small  local  oil  well  to  compete  with  Standard  Oil  for 
the  trade  of  his  locality  ? 

10.    Is  monopoly   price   always   higher  than   competitive? 
Discuss  fully, 

11     What  determines  the  price  which  our  farmers  get  for 
their  wheat? 
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LESSON  VIII. 

Money — The  Medium  of  Exchange. 

EXCHANGE  was  originally  carried  on  by  means 
of  barter — that  is,  the  giving  of  one  com- 
modity directly  in  exchange  for  another.  In 
this  case  the  one  party  gives  something  which 
he  has  in  excess  for  something  else  which  he 
needs,  and  of  which  the  second  party  has  more 
than  he  wants.  The  second  party  must  also  be 
desirous  of  what  is  offered  by  the  first. 

The  great  disadvantage  in  exchange  as  carried  on  under 
the  system  of  barter,  is  that  a  producer  of  a  certain  com- 
modity will  have  to  waste  a  great  deal  of  his  time  in 
searching  for  people  who  both  want  his  surplus  product 
and  are  ready  to  give  him  what  he  wants  in  exchange 
for  it.  This  great  difficulty  has  been  overcome,  this  waste 
of  time  avoided,  by  the  introduction  of  a  third  commodity, 
which  serves  as  a  medium  of  exchange — a  money.  The 
exchange  value  of  a  commodity,  as  measured  in  terms  of 
the  commodity  which  is  used  as  mioney,  is  oalled  its  price. 

Medium  of  Exchange. 

Many  commodities  have  at  different  times  in  the  history 
of  civilization  been  used  as  money — as  media  of  ex- 
change. In  an  earh^  stage  of  civilization  like  that  of  the 
patriarchs  of  the  Book  of  Genesis,  cattle  were  used  as 
money;  (our  word  pecuniary  is  derived  from  the  Latin 
pecus,  a  herd).  The  negroes  of  Africa  still  buy  their 
wives  with  cows.  Wampum  was  used  as  money  by  the 
Indians,  beaver  skins  by  the  traders  of  Hudson's  Bay, 
tobacco  by  the  planters  of  Virginia,  and  various  other 
articles  have  been  used  as  money  in  different  parts  of  the 
world.  But  to-day  in  practically  all  the  civilized  countries 
of  the  world,  gold  and  silver  money  have  replaced  all 
other    kinds.      The    reason    for    this    will    be    seen    later. 
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In  addition  to  and  growing  out  of  its  use  as  the  medium 
of  exchange,  money  has  two  other  important  uses:  a  com- 
mon denominator  of  values,  and  a- standard  of  deferred 
payments. 

Common  Denominator  of  Values. 

Money  acts  as  a  common  denominator  of  values;  that 
is,  instead  of  expressing  the  value  of  various  articles  in 
terms  of  each  other,  instead  of  saying  that  so  much  cop- 
per is  worth  so  much  tin,  and  so  much  lead  is  worth  so 
much  iron,  and  so  much  wheat  so  many  pounds  of  beef, 
we  can  express  the  value  of  all  these  things  in  terms  of 
money.  And,  knowing  their  value  in  money,  we  can 
easily  deduce  their  value  in  terms  of  each  other.  We 
measure  value  by  money,  just  as  the  tailor  measures  the 
length  of  a  piece  of  cloth  by  the  yard-stick. 

Standard  of  Deferred  Payments. 

Money  also  serves  as  a  standard  of  deferred  payments, 
because  its  value  is — or  should  be  in  a  good  money — more 
constant  than  other  values.  If  our  standard  of  deferred 
payments  were  potatoes  or  grain,  a  debtor  would  natur- 
ally borrow  these  articles  in  the  spring  when  they  are 
scarce,  and  pay  his  debt  in  the  autumn,  when  they  are 
abundant.  The  result  of  this  would  be  that  no  one  would 
want  to  lend,  because  the  value  of  the  potatoes  or  grain 
which  he  would  receive  in  the  fall  would  not  be  equal  to 
the  value  of  those  he  had  lent  in  the  spring.  (Remember 
that  value  depends  only  on  utility  and  scarcity,  and  the 
value  of  an  article  that  is  scarce,  as  compared  with  the 
demand  for  it,  is  naturally  higher  than  that  of  an  article 
which  is  plentiful.)  So,  then,  the  creditor  would  be 
cheated  if  a  loan  made  in  spring  were  repaid  in  autumn, 
while  the  debtor  would  get  the  worst  of  it  if  a  loan  made 
in  autumn  had  to  be  repaid  in  spring.  Even  if  loans  all 
ran  for  a  year,  the  creditor  would  lose  if  he  made  a  loan 
at  the  harvest  of  a  scarce  year  and  received  his  grain  or 
potatoes  back  at  the  harvest  of  the  following  abundant 
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year.  If  lending  and  borrowing  is  to  go  on — and  it  is 
for  the  great  benefit  of  us  all  that  they  should  go  on— 
our  standard  of  deferred  paym-ents  must  be  stable  in 
value,  unfair  neither  to  debtor  nor  to  creditor,  or  at  least 
as  fair  as  is  possible  to  both. 

Qualities  of  Money-Materials. 

Economists,  then,  have  agreed  that  in  order  to  be  good 
money-materials  (materials  out  of  which  money  can  be 
made)  articles  ought  to  possess  the  following  six  qualities: 

(1)  General  Acceptability. — They  must  be  such  that  all 
men  desire  them,  even  apart  from  their  use  as  money. 

(2)  Portability. — They  must  be  easily  transferable  from 
place  to  place,  so  that  a  man  can  take  the  money  which  he 
has  received  for  some  commodity  anywhere  he  may  wish, 
to  use  it  in  buying  what  he  wants.  Iron  would  not  be  a 
good  money-material,  because  it  would  be  impossible  to 
carry  around  any  considerable  value  of  it. 

(3)  Uniformity. — ^A  good  money-material  must  be  the 
same  throughout ;  that  is,  each  unit  quantity  of  it  must 
be  equal  in  value  to  any  other  unit  quantity.  For  this 
reason,  cattle  and  grain,  which  vary  widely  in  quality,  are 
not  good  money-materials. 

(4)  Durability. — It  should  not  be  easily  destructible — 
to  the  loss  of  its  owner. 

(5)  Cognizability :  that  is,  it  should  easily  be  known  at 
sight.  It  is  very  important  that  whatever  is  chosen  as 
money  should  be  very  difficult  to  imitate. 

(6)  Divisibility. — It  should  be  divisible  without  loss  of 
value.  This  shuts  out  the  precious  stones,  which  from 
some  points  of  view  would  make  an  almost  ideal  money. 
Precious  stones  cannot  be  divided  without  great  loss  of 
value.  Large  stones  have,  as  compared  with  smaller  ones, 
a  value  out  of  all  proportion  to  their  size.  Five  diamonds 
weighing  one  carat  each  are  not  worth  nearly  as  much  as 
a  single  diamond  weighing  five  carats. 

Gold  and  Silver  Make  the  Best  Money-Materials. 

Gold  and  silver  possess  all  these  qualities:  general  ac- 
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ceptability,  originally  arising  out  of  their  use  as  orna- 
ments; portability,  because  of  their  great  value  contained 
in  small  bulk;  uniformity,  because  they  are  chemical  ele- 
ments; durability — gold  coins  of  the  Roman  Empire 
are  constantly  being  picked  up  in  Europe,  and  may  be 
seen  uninjured  in  our  museums  to-day ;  difficulty  of 
counterfeiting,  largely  because  of  their  great  weight  in 
small  bulk ;  divisibility,  because  a  gold  or  silver  coin, 
when  it  is  standard  money,*  has  value  directly  propor- 
tionate to  the  amount  of  gold  or  silver  contained  in  it. 

Money  a  ** Universal"  Commodity. 

Money  is  thus  what  is  called  a  universal  commodity,  for 
which  you  can,  under  ordinary  conditions  of  civilized  life, 
secure  any  commodity  you  desire.  If  you  have  any  other 
commodity  in  your  possession,  j^ou  may  find  it  hard  to 
secure  money  for  it ;  but  if  you  have  money  in  your 
possession,  you  can  easily  get  anything  else.  Buying  is, 
therefore,  in  itself  easier  than  selling.  The  purchaser  has 
an  advantage  over  the  seller  of  goods,  because  he  has 
something  which  is  universally  desired  by  all  people  ; 
whereas  the  seller  may  have  in  his  possession  something 
which  no  one  desires,  and  which,  consequently,  he  cannot 
turn  into  money.  When  a  man  goes  down  town  with 
spending  money  in  his  pocket,  he  is  practically  the  master 
of  the  commodities  of  the  whole  world  up  to  the  purchas- 
ing power  of  the  money  which  he  possesses. 

Money  the  Only  Legal  Tender. 

Furthermore,  arising  from  this  universality,  money  is 
the  only  commodity  with  which  a  man  can  legally  pay  his 
debts.  Otherwise  he  might  be  able  to  force  on  his  creditor 
something  of  no  use  to  the  latter.  If  he  lacks  money,  he 
may  in  vain  offer  his  creditor  on  settling  day  commodities 
worth,  under  ordinary  conditions,  double  or  treble  what 
he  owes  him.     He  is  none  the  less  a  bankrupt  for  that. 

*The  phrase  "standard  money"  is  explained  further  on  in  this 
lesson. 
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Money  is  the  only  legal  tender — the  only  commodity  which 
a  creditor  mnst  accept  in  payment  of  a  debt. 

In  every  panic  or  commercial  crisis,  such  as  occurred  in 
the  United  States  in  1907,  men  who  have  had  millions  of 
dollars  worth  of  property  have  seen  themselves  bank- 
rupted and  ruined  for  the  lack  of  ready  cash  to  meet  their 
pressing  obligations.  Consequently  at  such  times  men  are 
ready  to  pay  exceedingly  high  rates  of  interest  for  the 
use  of  money,  since  this  is  the  only  way  in  which  they  can 
weather  the  storm.  In  these  days  such  crises  are  usually 
of  short  duration,  since  gold  and  silver  easily  pass  from 
one  country  to  another,  attracted  by  the  high  rates  of 
interest  obtainable  in  the  country  which  is  suffering  from 
panic  at  the  time. 

Money  Originally  Weighed  Out. 

Originally  money — gold  and  silver — was  measured  out 
by  weight  in  payment  for  a  commodity,  as  is  illustrated 
by  the  fact  that  the  English  word  "pound"  meant  orig- 
inally a  pound  weight  of  silver.  This  was,  however,  found 
to  be  a  clumsy  procedure,  and  not  very  effective,  as  one 
could  not  tell  from  the  weight  measured  out  just  how  much 
alloy  of  baser  metals  it  contained,  and  therefore  could  not 
be  sure  how  much  gold  or  silver  was  being  received. 

When  trade  grew  more  important  and  came  to  be  an 
object  of  Government  protection,  we  have  the  Government 
undertaking  to  strike  pieces  of  gold  and  silver  (called 
coins)  having  a  certain  fixed  weight  and  a  certain  degree 
of  fineness.  This  was  done  in  order  to  help  trade,  because 
it  was  quite  clear  that  holders  of  goods  were  going  to  be 
very  chary  of  selling  them  unless  they  knew  just  what 
they  were  going  to  get  in  return — just  how  much  purchas- 
ing power. 

Stardard  Moneys. 
Various  governments,  then,  have  adopted  various  stand- 
ards of  gold  and  silver  as  standard  money.  Thus  the 
Canadian  and  American  standard  is  the  gold  dollar  of 
25.8  grains,  nine-tenths  fine,  i.e.,  containing  28.22  grains 
of  pure  gold.     The  English  standard  is  the  gold  pound 
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piece  or  sovereign,  weighing  123.27  grains,  eleven-twelfths 
fine,  thus  containing  112,99  grains  of  pure  gold.  If  the 
student  will  divide  the  weight  of  pure  gold  in  a  sovereign 
b}^  that  of  a  gold  dollar,  he  will  find  how  many  dollars  go 
to  the  pound. 

Characteristics  of  Standard  Money. 

The  gold  dollar  is,  then,  our  standard  money,  just  as  the 
pound  is  England's  standard.  The  value  of  everything  we 
buy  and  sell  is  reckoned  in  dollars,  that  is,  it  is  equal  to 
so  many  times  23.22  grains  of  pure  gold,  whether  coined 
or  uncoined.  It  is  a  general  principle  w4th  civilized  na- 
tions that  their  standard  coin  shall  have  an  intrinsic  value 
equal  to  the  value  stamped  upon  it.  Melt  down  a  new  five 
dollar  gold  piece,  and  the  gold  you  have  is  still  worth  five 
dollars.*  From  long  experience  it  has  been  found  that  for 
the  government  to  force  on  its  people  standiard  money  which 
is  worth  less  as  metal  than  it  is  when  coined,  is  a  great  mis- 
take, and  inevitably  leads  to  financial  troubles  and  inflation 
of  the  currency.  If  a  igovernment,  for  instance,  were  to  coin 
a  dollar,  with,  say,  only  half  the  gold  in  it  that  it  now  has, 
it  could  not  in  the  long  run  make  people  give  as  much 
goods  for  it  as  they  do  now  for  the  heavier  dollar.  The 
merchant  would  just  double  his  prices,  charging  $2.00 
where  he  now  charges  $1.00,  and  thus  he  would  get  just  as 
much  gold  for  his  wares  as  he  got  before. 

The  greatest  objection  to  such  action  on  the  part  of  the 
government  is,  however,  that  it  would  cheat  all  those  who 
happened  to  be  creditors  at  the  time.  It  would  entirely 
upset  the  correctness  of  our  standard  of  deferred  pay- 
ments. A  creditor  would  have  lent  his  debtor  dollars  con- 
taining 23,22  grains  of  gold,  but  would  have  to  receive  in 
return  dollars  with  only  half  the  amount — 11.61  grains  of 

*The  government  makes  a  profit — called  seigniorage — on  the  coin- 
ing of  our  sii'lver  money,  sinc(e  the  50  cent  piece  for  instance,  con- 
tains only  about  21  cents'  worth  of  silver.  The  government  buys 
21  cents'  worth  of  silver,  makes  it  into  a  coin,  and  calls  it  50  cents. 
Clearly  there  is  a  considerable  profi^t  on  the  transaction — a  profit 
which  does  not  accrue  in  the  coinage  of  standard  money. 
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pure  gold  in  them.  The  debtor  would  be  repaying  him  in 
"lawful  money  of  Canada,"  which  would  be  all  that  he 
could  ask.  And  when  he  went  to  spend  these  dollars,  he 
would,  as  we  have  seen,  get  in  exchange  goods  Avhich  he 
might  have  obtained  before  for  only  fifty  cents.  Creditors 
would,  therefore,  lend  their  money  in  some  other  country, 
where  the  standards  of  coinage  were  more  stable,  and 
would  avoid  making  any  investments  in  Canada.  Since 
we  are  so  urgently  in  need  of  the  capital  of  foreign  inves- 
tors to  develop  our  country,  this  would  be  almost  ruinous 
to  Canada.  Such  would  be  the  result  of  trying  to  disobey 
the  old  rule  that  standard  money — the  money  which  credi- 
tors are  bound  to  accept  from  their  debtors  and  sellers 
from  buyers — must  have  intrinsic  metallic  value  equal  to 
the  value  stamped  upon  it. 

If,  however,  you  melt  down  Canadian  silver  coins,  you 
will  find  that  you  have  lost  in  the  process.  The  silver 
contained  in  the  quarter  dollar  or  the  half  dollar  is  worth 
less  than  half  the  value  stamped  upon  it.  Our  copper  coins 
are  worth  a  still  smaller  fraction  of  their  stamped  value. 
How  is  it,  then,  that  these  coins  are  given  and  received 
everywhere  at  their  stamped  value,  when  the  value  of  the 
silver  in  the  fifty-cent  piece,  for  example,  is  not  nearly 
equal  to  that  of  11.61  grains  of  pure  gold? 

Token  Money. 

The  answer  is  simple.  These  coins  are  what  is  called 
token  money.  They  continue  to  circulate  only  because  the 
government  will  give  you  a  five  dollar  gold  piece  for  10 
silver  half  dollars,  or  20  silver  quarter  dollars,  and  so  on. 
These  coins  only  represent  gold.  They  are  just  like  little 
cheques  payable  to  bearer.  While  there  is  not  fifty  cents 
worth  of  silver  in  the  half  dollar,  the  government  will  give 
you  fifty  cents'  worth  of  gold  in  exchange  for  the  silver 
half  dollar  coin.  Why,  then,  use  the  silver  at  alH  Simply 
because  gold  coins  of  very  small  denominations — the  gold 
dollar,  half  dollar  and  quarter  dollar — are  too  small  and 
thin  and  wear  away  too  easily  to  be  convenient  as  money. 
The  loss  from  abrasion  is,  in  the  aggregate,  considerable, 
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even  in  the  case  of  the  half-sovereign,  the  sovereign,  and 
the  five  dollar  gold  piece,  and  would  naturally  be  much 
greater  among  the  smaller  pieces,  which  have  so  much 
larger  surface  in  proportion  to  their  weight. 

The  merely  subsidiary  nature  of  our  silver  and  copper 
coinage  is  sufficiently  indicated  by  the  fact  that  no  credi- 
tor need  receive  from  his  debtor  at  one  time  more  than  25 
cents  in  coppers  or  $10,00  in  silver.  These  lesser  metals 
are,  therefore,  legal  tender  only  in  very  small  amounts. 

Dominion  Notes  Represent  Gold. 

But,  the  student  may  say:  "In  the  course  of  our  daily 
lives  we  see  little  or  no  gold  coin.  How  can  that  which 
we  so  rarely  see  be  the  standard  legal  tender  money  of 
our  country?"  Simply  because  the  Dominion  legal  tender 
notes,  whether  notes  of  small  denominations  in  circulation 
throughout  the  country,  or  notes  of  large  denominations 
held  as  reserves  by  the  banks,  are  all  token  money,  just 
like  the  silver  and  the  copper  coins,  and  they  pass  current 
just  because  they  state  that  the  Dominion  of  Canada  will 
pay  to  the  bearer  one  or  more  dollars — presumably  gold 
dollars,  and  the  Dominion  is  able  to  do  it.  The  Dominion 
holds  in  its  treasury  gold  far  more  than  sufficient  to  pay 
off  at  any  time  all  of  these  bills  that  are  likely  to  be  pre- 
sented. The  Act  which  regulates  the  issue  of  Dominion 
notes  is  known  as  III  Ed.  VII,  chapter  43.  As  its  pro- 
visions are  not  any  too  well  known,  we  will  give  them 
verbatim : 

"Notes  of  the  Dominion  of  Canada  may  be  issued  and 
outstanding  at  any  time  to  any  amount,  and  shall  be  a 
legal  tender  in  every  part  of  Canada  except  at  the  office> 
at  which  they  are  redeemable. 

"The  Minister  of  Finance  and  the  Receiver-General 
shall  always,  hold  as  security  for  the  redemption  of  Do- 
minion notes  issued  and  outstanding  at  any  one  time,  up 
to  and  including  $30,000,000,  an  amount  in  gold,  or  in 
gold  and  securities  of  Canada,  the  principal  or  interest  of 
such  securities  being  guaranteed  by  the  Government  of 
the  United  Kingdom,  equal  to  not  less  than  259f  of  the 
amount  of  such  notes  so  issued  and  outstanding,  provided 
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that  the  amount  in  gold  shall  be  not  less  than  157^  of  the 
amount  of  such  notes  so  issued  and  outstanding,  and  as 
security  for  the  redemption  of  Dominion  notes  issued  in 
excess  of  $30,000,000,  an  amount  in  gold  equal  to  such 
excess," 

Thus,  when  there  are  $100,000,000  of  Dominion  notes  in 
circulation,  the  Government  must  hold  in  the  treasury 
$4,500,000  in  gold  and  $3,000,000  more  in  gold  or  guaran- 
teed securities  against  the  first  $30,000,000  and  $70,000,000 
in  gold  against  the  remainder.  When  there  are  $100,000,- 
000  of  notes  in  circulation,  there  is  thus  at  least  $74,500,- 
000  in  gold  in  the  treasury  to  redeem  them. 

Our  whole  monetary  system  rests,  therefore,  on  a  gold 
basis — the  gold  in  the  Dominion  Treasury  at  Ottawa. 
Canada  is,  thus,  what  is  called  a  monometallic  country — 
a  country  where  there  is  only  one  standard  money-metal — 
gold. 

In  any  typical  gold  monometallic  country  the  Govern- 
ment maintains  the  commodity  value  and  the  coin  value  of 
its  standard  money-material — gold — on  an  equality  by 
freely  coining  gold  bullion  into  standard  coin — sovereigns 
or  dollars  or  whatever  the  case  may  be — for  anyone  who 
brings  it  to  the  mint.  Or,  which  amounts  to  the  same 
thing,  the  Government  may  at  once  give  an  equal  weight 
of  standard  coin  to  anyone  who  brings  in  bullion  or  an 
equal  weight  of  bullion  to  anyone  who  brings  in  standard 
coin.  Thus  there  cannot  be  any  appreciable  divergerce 
between  the  intrinsic  value  of  the  gold  and  the  value 
stamped  upon  it  by  the  Government."  Anybody  who  has 
the  one  can  always  get  an  equal  amount  of  the  other. 

*In  the  United  States,  as  also  in  England,  there  is  a  sWght  diver- 
gence, since  the  man  who  brings  in  bullion  to  the  mint  has  usually 
to  wait  several  weeks  beiore  he  can  get  his  coin.  Thus  he  loses  the 
imteresit  of  his  money  for  that  period.  In  England  practically  every- 
one who  wants  gold  coin  in  exchange  for  bullion  pays  the  Bank 
of  England's  commission  of  lM.'fl  (three  cents)  on  the  ounce  of 
standard  gold  (worth  £3,  17s,  10V_.d,  or  about  nin^eteen  dollars),  and 
gets  his  gold  coin  at  once.  The  Australian  branches  of  the  British 
mint  also  charge  lVL»d  for  coining  an  ounce  of  standard  gold  into 
sovereigns.  This  ch'rge,  which  does  not  cover  the  expense  of  cO'in- 
ing,  is  known   as  seigniorage  or  brassage. 
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Monometallism  and  Bimetallism. 

Some  countries  have  in  the  past  had  two  standard 
money-metals — both  gold  and  silver.  Practically  all  have 
now  given  up  the  cause  of  silver  as  an  unlimited  standard 
money-material.  The  great  controversy  which  raged  for 
so  long  between  the  two  principles  has  been  decided  in 
favor  of  gold  monometallism  as  the  best  basis  for  a  cir- 
culating medium.  A  brief  survey  of  the  field  will  show 
the  causes  of  the  victory  of  gold  over  silver  and  will  teach 
us  much  about  money. 

The  first  essential  of  a  bimetallic  country— a  country 
which  freely  coins  both  gold  and  silver  for  anyone  who 
brings  them  in  to  the  mint — is  a  fixed  ratio  of  value  be- 
tween the  two  metals.  Thus  for  a  long  time  the  United 
States  coined  silver  and  gold  at  the  fixed  ratio  of  16  to  1 — 
that  is,  16  ounces  weight  of  silver  in  coins  were  always  to 
exchange  for  1  ounce  weight  of  gold  in  coins.  The  silver 
dollar  contained  371.25  grains  of  pure  silver;  the  gold  dol- 
lar 23.22  grains  of  pure  gold — one-sixteenth  of  the  weight 
of  silver  in  the  silver  dollar.  The  one  was,  the  United 
States  Government  said,  always  as  good  as  the  other. 
They  were  always  ready  to  give  either  one  in  exchange 
for  the  other. 

The  great  difficulty  about  this  procedure  is  that  the 
value  of  silver  and  the  value  of  gold  both  depend  upon 
the  supply  of  and  the  demand  for  these  metals.  A  great 
increase  in  the  supply  of  silver  mined,  naturally  sends 
down  the  value  of  silver  as  expressed  in  gold ;  a  great 
increase  in  the  amount  of  gold  taken  out  of  the  mines, 
when  combined  with  a  decline  in  the  production  of  silver, 
means  that  as  much  silver  as  before  cannot  be  obtained  in 
return  for  a  fixed  quantity  of  gold.  No  government  is 
strong  enough  to  establish  a  fixed  relation  between  the 
values  of  gold  and  silver. 

What  would  have  happened  if  the  proposition  of  the 
Democratic  party  in  1896 — to  restore  the  free  coinage  of 
silver  and  gold  in  the  ratio  of  16  to  1,  for  anyone  pre- 
senting them  at  the  mint — had  been  carried  into  effect? 
The  result  would  have  been  somewhat  as  follows : 
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The  owners  of  silver  mines,  within  or  without  the 
United  States,  would  have  sent  their  silver  to  be  made 
into  silver  dollars  at  the  United  States  mint.  As  soon  as 
they  got  their  silver  dollars  back,  they  would  have  ex- 
changed these  for  gold  dollars,  so  that  for  every  16  ounces 
that  they  had  had  of  silver  coins,  they  would  then  have 
1  ounce  w^eight  of  gold  dollars.  They  they  would  have 
exported  that  1  ounce  weight  of  gold  coins  from  the 
United  States  to  some  country,  where,  under  the  natural 
working  of  the  law^s  of  supply  and  demand,  they  would 
be  able  to  get  30  or  more  ounces  of  silver  or  silver  coin  in 
exchange  for  the  1  ounce  of  gold.  Thus  they  would  have 
30  ounces  of  silver  where  they  had  had  only  16  to  begin 
with — in  other  words  they  would  have  nearly  doubled 
their  money. 

Silver  from  other  countries  would  have  tended  to  go  to 
the  United  States,  where  it  was  over-valued  as  compared 
with  the  world-wide  market  value.  On  the  other  hand, 
gold,  undervalued  in  the  United  States,  would  pass  from 
that  country  to  others.  In  time  the  United  States  would 
have  lost  practically  all  their  gold,  because  everyone 
w^ould  want  to  send  it  where  he  could  get  30  ounces  of 
silver  for  1  ounce  of  gold  instead  of  only  16  ounces. 
Everyone  with  silver  would  want  to  send  it  into  the 
United  States,  because  there  he  could  get  1  ounce  of  gold 
for  16  ounces  of  silver,  while  elsewhere  he  would  have  to 
pay  30  ounces  of  silver  for  1  ounce  of  gold.* 

This  is  rather  an  extreme  case,  but  the  fact  remains 
true  everywhere.  Where  two  metals  are  both  in  circula- 
tion as  standard  money  in  a  country,  one  of  them  will 
necessarily  be  undervalued  or  overvalued  in  terms  of  the 
other,  because  the  fixed  ratio  necessarily  adopted  by  a 
Government  for  purposes  of  coinage  does  not  vary  with 
the  changes  in  the  real  values  of  the  metals  as  decided  by 
the  operation  of  supply  and  demand. 

*In  1911,  according  to  the  Dimetor  of  the  United  States  mint,  it 
required  H8.33  ounces  of  silver  to  equal  in  value  1  ounce  of  gold. 
At  this  rate,  the  American  silver  dollar  contains  only  41.7  cents' 
worth  af  silver. 
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Gresham's  Law. 

The  overvalued  metal — the  metal  that  is  not  really 
worth  what  the  mint  says  it  is-7-will  then  stay  in  the  conn- 
try  or  even  ponr  into  the  country  from  outside ;  the  under- 
valued metal — the  metal  that  is  worth  more  of  the  other 
metal  than  the  mint  will  give  for  it — will  leave  the  coun- 
try. In  other  ^vords,  where  two  metals  circulate  as  stand- 
ard money,  bad  money — money  not  intrinsically  worth  the 
value  stamped  on  it — drives  out  good  money — that  which 
is  worth  the  face  value  stamped  upon  it.  This  principle 
is  known  as  Gresham's  Law. 

One  does  not,  however,  'have  to  go  to  a  bimetallic  coun- 
try to  see  the  operation  of  Gresham's  law.  This  can  be 
seen  among  ourselves.  It  is  common  experience  that  a  five 
dollar  gold  piece  gradually  loses  a  slight  fraction  of  its 
weight  through  abrasion — so  that  a  gold  piece  ten  years  in 
circulation  is  appreciably  lighter  than  one  which  is  fresh 
from  the  mint.  Now  wholesale  jewellers  get  a  large  part 
of  the  gold  used  in  their  business  by  melting  down  sover- 
eigns or  other  gold  coins.  Evidently  they  will  have  more 
gold  if  they  melt  down  the  new  coin  just  issued  from  the 
mint.  Here  again  the  old  light  coin  is  allowed  to  remain 
in  circulation,  because  owing  to  abrasion  it  is  no  longer 
worth  quite  the  value  stamped  upon  it,  Avhile  the  new 
heavier  coin,  the  gold  in  which  is  worth  the  face  value,  is 
melted  down.    "Bad  money  drives  out  good." 

Here  is  another  case  where  Gresham's  law  might  come 
into  operation  among  us.  Suppose  the  Dominion  Govern- 
ment were  in  financial  difficulties  and  were  unable  to  give 
you  gold  in  return  for  Dominion  notes.  What  would  hap- 
pen? Why,  this — whenever  a  piece  of  gold  was  paid  to 
vou,  you  would  hold  on  to  it,  hoard  it  up  for  a  rainy  day, 
because  it  would  still  be  good  money,  you  could  still  get 
what  you  wanted  for  it,  whether  the  Dominion  Govern- 
ment became  bankrupt  or  not.  ^n  other  words,  you  would 
withdraw  the  good  money  irom  circulation  while  you 
would  pas^^on  to  other  people  the  Dominion  notes  received 
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\jy  yo;^__i.e.,  you  would  keep  the  bad  money  in  circula- 
tion.   "Bad  money  drives  out  good." 

A  fuller  statement  of  the  law  is  given  in  Pal  grave's 
Dictionary  of  Political  Economy:  "Where  by  legal  enact- 
ment a  government  assigns  the  same  nominal  value  to  two 
or  more  forms  of  circulating  media  whose  intrinsic 
values  differ,  payments  will  always,  as  far  as  possible,  be 
made  in  that  medium  of  which  the  cost  of  production  is 
least,  and  the  more  valuable  medium  will  tend  to  disap- 
pear from  circulation." 

Thus,  then,  we  seem  to  have  come  to  the  conclusion  that 
because  of  the  truth  expressed  in  Gresham's  law,  it  is 
impossible  for  one  nation'  to  maintain  a  bimetallic  system, 
because  it  would  be  inevitable  that  one  or  other  metal 
would  be  undervalued,  and  the  undervalued  metal  would 
leave  that  country  with  disastrous  results  to  its  whole 
financial  system,  while  the  overvalued  metal  would  become 
the  daily  medium  of  exchange,  so  that  the  bimetallic  coun- 
try would  be  monometallic  after  all.  Had  the  Democratic 
programme  of  1896  been  carried  into  effect,  the  United 
States  would  now  be  in  difficulties  for  the  lack  of  gold  to 
repay  the  money  which  it  owes  Europe  and  which  it  can- 
not pay  in  silver.  With  its  money  system  in  disorder,  it 
would  be  practically  impossible  for  that  country  to  secure 
loans  from  other  nations. 

Paper  Money. 

Paper  money  is  extensively  used  by  civilized  nations 
instead  of  metallic  money,  over  which  it  has  certain  ad- 
vantages, provided  that  it  has  good  security  for  its  re- 
demption. It  is  more  convenient,  as  it  is  so  easily  carried 
about  and  transferred  from  place  to  place.  It  also  saves 
to  the  country  the  loss  due  to  abrasion  of  the  coinage. 
There  are  three  kinds  of  paper  money:  representative, 
fiduciary  and  inconvertible. 

Representative  money  is  that  in  which  every  note,  like 
the  United  States  gold  and  silver  certificates,  represents 
an  equal  sum  of  money  deposited  somcAvhere  (as  in  the 
U.  S.  Treasury)   for  the  redemption  of  that  paper  with 
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silver  or  gold.     If  all  these  notes  were  brought  into  the 
treasury  at  the  same  moment,  they  could  all  be  paid. 

Fiduciary  paper  money  is  that  which,  like  our  own 
Dominion  notes,  is  redeemable  at  the  Dominion  Treasury. 
But  in  this  case  the  Treasury  has  not  the  wherewithal  to 
pay  off  at  one  time  all  its  notes  in  circulation,  so  that  this 
is  called  fiduciary  (fiducia,  confidence  or  credit),  because 
its  acceptance  in  the  ordinary  course  of  business  depends 
on  the  general  credit  of  the  country. 

Inconvertible  Paper  Usually  a  War  Measure. 

Inconvertible  paper  money  is  that  which  does  not  give 
the  holder  any  legal  claim  to  receive  metallic  money  in 
exchange  for  it — it  cannot  be  converted  into  gold  or  sil- 
ver at  his  wish.  It  is  often  issued  by  Governments  at 
critical  times  when  they  have  no  coin  with  which  to  meet 
their  obligations.  The  Americans  issued  it  to  finance  the 
Revolution,  the  Confederate  States  to  finance  the  Civil 
War.  At  such  times  it  might  be  considered  a  patriotic 
duty  not  to  embarrass  the  Government,  and  the  takers  of 
such  money  would  hope  that  when  the  crisis  was  over 
these  obligations  would  be  redeemed  with  something  more 
tangible.  This  money,  indeed,  passed  from  hand  to  hand, 
becoming  less  valuable  (in  relation  to  gold)  as  it  increased 
in  quantity,  and  the  chances  of  redemption  thus  became 
more  remote.  Though  there  are  certain  theoretical  argu- 
ments in  its  favor,  the  issue  of  inconvertible  paper  money 
has  never  turned  out  satisfactorily,  either  for  the  issuing 
government  or  for  the  people  who  had  to  accept  the 
money. 

The  Value  of  Gold. 

We  have  seen  that  standard  metallic  money  must  have 
intrinsic  value  equal  to  the  value  stamped  upon  it  by  the 
Government.  Gold  gains  nothing  in  value  by  being* 
coined.  In  other  words,  its  value  as  a  commodity  is  equal 
to  its  value  as  money.  We  usually  prefer  having  it  in  the 
ff)rm  of  money,  because  then  its  value  is  indisputable, 
guaranteed  by  the  Government,  and  we  can  get  what  we 
want  in  exchange  for  it. 
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How  are  we  to  measure  the  value  of  the  commodity, 
gold?  Simply  by  the  amount  of  other  commodities  which 
we  can  get  for  it — its  power  in  exchange.  Now  the  value 
of  the  commodity  gold  depends  upon  the  supply  of  and 
the  demand  for  gold,  just  as  is  the  case  with  any  other 
commodity.  If  the  demand  for  gold  increases  faster  than 
the  supply,  the  value  in  exchange  of  gold  will  increase;  a 
given  amount  of  gold  will  purchase  more  than  before.  If 
the  supply  of  gold  increases  faster  than  the  demand  for 
gold,  the  value  in  exchange  of  gold  will  decline,  i.e.,  a 
given  amount  of  gold  will  purchase  less  than  before. 

The  Rise  in  Prices. 

This  is  exactly  what  has  happened  during  the  past  ten 
or  fifteen  years.  The  years  since  the  Boer  war  have  seen 
a  production  of  gold  unprecedented  in  the  history  of  the 
world.*  The  supply  of  gold  has,  consequently,  grown 
faster  than  the  demand  for  it,  and  as  a  result  a  certain 
fixed  quantity  of  gold  (the  English  sovereign  or  the 
American  gold  dollar)  purchases  less  of  other  commodities 
than  before.  This  is  one  and  probably,  as  the  Massa- 
chusetts Commission  on  the  Cost  of  Living  has  stated,  the 
main  cause  of  the  rise  of  prices,  which,  according  to  the 
statistics  of  the  Canadian  Department  of  Labor,  have  in- 
creased about  one-third  over  the  average  prices  of  the 
decade  1890-1899.  This  is  equivalent  to  saying  that  it  now 
takes  4  gold  dollars  (4  times  23.22  grains  of  pure  gold)  to 
purchase  what  might  then  have  been  purchased  with  3 
gold  dollars.  In  other  words,  the  gold  dollar  now  pur- 
chases only  what  seventy-five  cents  purchased  then.  Its 
purchasing  power  has  thus  seriously  declined,  and  salaries 
have  in  most  cases  had  to  be  increased  as  a  result. 

Effects  of  the  Decline  in  the  Value  of  Gold. 

This  decline  in  the  purchasing  power  of  gold  has,  on  the 
whole,  operated  adversely  to  creditors  and  favorably  to 

*Aceording  to  «the, reports  of  the  United  States  mint,  the  world's 
production  of  gold  increased  from  roughly  $200,000,000  in  1895  to 
$375,000,000  in  1905.  It  reached,  in  1910,"  according  to  the  United 
States  mint,  the  unprecedented  figure  of  $454,000,000. 
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debtors,  adversely  to  mortgagees,  and  favorably  to 
mortgagors.  If  a  man  mortgaged  his  house  in  1907  for  a 
term  of  five  years,  the  gold  dollars  which  the  mortgagee 
received  in  1912  have  less  purchasing  power  than  those 
which  he  gave  the  mortgagor  five  years  before.  From  the 
point  of  view  of  pure  justice,  this  is  no  doubt  to  be  la- 
mented, but  there  does  not  appear  to  be  any  remedy  in 
sight.  Various  economists  have  proposed  some  more 
stable  standards  of  deferred  payments  than  gold  has  of 
late  shown  itself  to  be,  but  these  are  theoretical  rather 
than  practical,  and  gold  as  a  standard  money  apparently 
reigns  supreme  in  the  hearts  of  the  great  majority  of 
civilized  mankind.  There  is  no  prospect  of  its  being  dis- 
placed by  any  merely  theoretical  standard  money. 

What  Does  ''Money"  Irclude? 

Now  at  the  end  of  our  lesson,  we  come  to  the  very 
thorny  question:  "Just  what  is  to  be  included  under  the 
term  money?"  Here  economists  and  financial  writers 
widely  disagree. 

The  most  restricted  definition  of  money  is  perhaps  that 
given  by  Conant  in  his  work  on  "The  Principles  of  Monej^ 
and  Banking,"  vol.  1,  p.  4.  He  says  that  money  is  "that 
commodity  of  intrinsic  value  acceptable  in  exchanges, 
which  has  become  by  law  or  custom  the  usual  tender  for 
debt."  This  would  appear  to  exclude  even  silver  token 
money  such  as  ours. 

A  wider  definition  is  "money  is  all  that  is  authorized  by 
law  to  be  used  in  the  payment  of  debts — all  legal  tender." 
This  would  include  Dominion  notes. 

A  third  and  still  wider  definition  is  "money  is  that 
money  does."  All  is  money  that  serves  as  a  medium  of 
exchange.  This  with  us  would  include  not  only  bank 
notes  but  bank  deposits.  "Bank  deposits,"  says  Taussig, 
"as  well  as  bank  notes  constitute  part  of  the  actual  cir- 
culating medium."  One  pays  his  debts  by  checking  upon 
his  deposit  just  as  satisfactorily  as  by  paying  them  in 
legal  tender  notes  or  gold. 

Any  of  these  definitions  may  be  defended  or  attacked. 
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There  is  the  very  best  authority  for  every  one  of  them. 
Those  who  hold  to  the  narrower  definitions  point  out  that 
behind  every  cheque,  every  bank  note,  there  must  be  some- 
where or  other  gold  dollars  which  the  man  who  accepted 
that  cheque  or  that  note  could  get  if  he  really  wanted 
them.  Therefore,  they  say  cheques  and  notes  are  not 
money,  but  merely  substitutes  for  money.  On  the  oth^^ 
hand,  there  is  the  equally  indisputable  fact  that  bank  notes 
and  cheques  (or  deposits)  are  actually  a  very  important 
and  widely  current  medium  of  exchange,  or  money. 

In  such  a  case  the  student  must  take  his  choice  of  these 
definitions  and  be  ready  to  defend  it  by  reasonable  argu- 
ments. The  next  lesson — that  on  credit  exchange  or 
banking — will  further  aid  him  in  so  doing. 
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EXAMINATION  QUESTIONS 

ECONOMICS. 

LESSON  8. 

1.  What  difficulties  of  a  system  of  barter  are  overcome 

by  the  use  of  money? 

2.  What  are  the  functions  of  money?    Discuss. 

3.  What    are    the    chief    qualities    of    a    good    money- 

material?     What  commodities  possess  these  quali- 
ties in  the  highest  degree?    Discuss. 

4.  Why  cannot  wheat  be  used  as  money? 

5.  What  is  standard  money?    What  is  token  money,  and 

why  do  we  need  it? 

6.  What  purposes  are  served  by   the  use  of  Dominion 

legal  tender  notes?     Under  what  restrictions  are 
they  issued? 

7.  Why  does  the  Act  say  that  Dominion  notes  shall  be 

legal  tender  everywhere  "except  at  the  offices  at 
which  they  are  redeemable"? 

8.  What  is  bimetallism?    What  would  the  probable  re- 

sult have  been  if  it  had  been  adopted  by  the  United 
States  in  1896? 

9.  What  is  seigniorage  ?    Why  does  the  State  undertake 

the  business  of  coining  money? 

10.  Explain  fully  the  working  of  Gresham's  Law  in  the 

different  cases  where  it  comes  into  operation, 

11.  What  are  the  three  kinds  of  paper  money?     Give 

examples  of  each,  and  discuss. 

12.  Discuss  the  increased  production  of  gold  as  a  cause  of 

high  prices.    Would  you  suggest  any  other  possible 
causes  ? 
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LESSON  IX. 

Credit  in  Exchange:  Banking. 
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THE  fundamental  idea  in  credit  is  trust,  confidence 
— the  confidence  of  one  person  in  another,  which 
makes  that  first  person  ready  to  sell  goods  to  the 
other  without  receiving  money  for  them  at  the 
time  of  the  sale.  The  seller  becomes  the  creditor 
of  the  buyer  and  remains  so  until  the  buyer  has 
paid  in  money  for  the  goods,  or  until  he  has 
otherwise  discharged  the  debt.  There  is  no  theoretical 
reason  why  the  buyer  should  not  pay  in  some  commodity 
agreed  upon  at  the  time  when  payment  is  due,  but  as  a 
matter  of  fact  he  practically  always  agrees  to  pay  in  money. 
Credit  involves  the  idea  of  deferred  payments — the 
exchange  of  a  present  commodity — -the  goods  in  the  posses- 
sion of  the  seller^ — against  a  future  commodity — ^the  money 
which  is  to  be  paid  by  the  purchaser.  It  is  well  defined  by 
Joseph  French  JohhSon :  ' '  Credit  is  an  executory  contract 
to  deliver  money,  and  is  accepted  as  a  means  of  payment 
because  the  acceptor  is  confident  that  the  maker  will  be 
able  and  willing  to  deliver  the  money  if  called  upon  to 
do  so." 

In  business,  a  creditor  does  not  usually  extend  credit 
unless  he  is  satisfied  of  a  debtor's  ability  to  pay,  or  unless 
he  has  some  security  other  than  the  latter 's  mere  word.  A 
bank  when  making  a  loan  usually  insists  that  the  loan  shall 
be  used  for  what  we  call  reproductive  purposes.  .As  the 
celebrated  French  economist,  Leroy  Beaulieu,  says :  ' '  Credit 
should  not  ■  be  a  simple  anticipation  upon  future  and  un- 
certain wealth ;  it  should  have  for  its  basis  a  thing  real  and 
actual — goods  which  are  finished  and  which  have  not  been 
sold ;  goods  which,  having  been  sold,  have  not  yet  been  paid 
for ;  goods  even,  which  are  in  process  of  manufacture,  and 
of  which  all  the  elements  have  been  gotten  together;  an 
enterprise  which,  is  not  terminated,  but  which  is  already 
in  a  certain  degree  of  advancement. " 
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Credit  Involves  Higher  Prices. 

It  must  not  be  forgotten  that  credit  prices  are  inevit- 
ably higher  than  cash  prices.  When  the  seller  of  an  article 
agrees  to  wait  for  payment  he  puts  himself  to  a  certain 
amount  of  inconvenience  and  loss.  The  present  possession 
of  a  given  amount  of  commodities  is  always  worth  more 
than  the  right  to  receive  an  equal  amount  in  the  future. 
Besides  this,  there  is  always  some  uncertainty  about  any- 
thing which  is  to  occur  in  the  future — uncertainty  as  to 
whether  the  debtor  will  be  able  to  pay,  uncertainty  as  to 
whether  the  creditor  will  be  alive  to  receive  payment,  and 
this  uncertainty,  as  well  as  the  inconvenience  of  waiting 
for  payment  and  the  risk  of  non-payment,  must  be  paid  for. 

Importance  of  Credit  in  Modern  Business. 

While  credit  inevitably  involves  higher  prices,  its  im- 
portance in  our  modem  world  is  stupendous.  It  enables  the 
individual  to  transact  an  extraordinary  amount  of  business 
with  a  very  small  capital,  and  the  community  to  get  along 
with  an  amount  of  currency  exceedingly  small  as  compared 
with  the  amount  of  'business  transacted.  The  retailer  often 
grants  credit  to  the  general  public ;  the  wholesale  merchant 
grants  credit  to  the  retailer,  enabling  'him  to  sell  his  goods 
to  the  public  before  having  to  pay  for  them ;  the  manufac- 
turer gives  credit  to  the  wholesaler,  the  bank  to  the  manu- 
facturer, the  general  public  to  the  bank.  So,  then,  we  have 
a  perfect  circle  of  credit,  including  all  those  concerned  in 
the  production,  the  handling,  and  the  consumption  of  the 
goods.  Everyone  believes  that  the  person  to  whom  he  has 
granted  credit  will  be  able  at  the  time  agreed  upon  to  meet 
the  obligation  with  ready  money.  Usually  this  trust  is 
justified;  otherwise  it  would  not  exist. 

The  Failure  of  Credit. 

Sometimes,  'however,  for  one  reason  or  another — 
perhaps  a  failure  in  the  crops  which  makes  the  farmer 
unable  to  meet  his  obligations  to  the  retail  merchant, 
who   has  trusted   him  for  supplies,   or  to   the   manufac- 
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turer,  who  has  sold  him  agricultural  implements  on 
credit — ^the  debtor  is  unable  to  meet  the  payments  agreed 
upon,  and  his  creditors  are  consequently  unable  to  dis- 
charge their  obligations,  and  their  creditors  likewise,  and 
so  on.  The  shock  of  the  crop  failure  is  thus  transmitted 
throughout  the  whole  business  world,  just  as  the  shock  of 
a  stone  falling  into  water  from  a  height  is  transmitted  in 
widening  circles  throughout  the  whole  expanse.  As  a  result 
everybody,  except  perhaps  the  banks,  ceases  to  give  credit, 
and  demands  ready  money  for  whatever  he  sells.  Confi- 
dence, and  with  it  credit,  has  departed,  and  as  a  conse- 
quence the  business  of  the  country  contracts,  bringing  hard- 
ship to  many  and  bankruptcy  to  some.  Such  a  condition 
is  known  as  a  business  depression  or  a  ' '  crisis. ' '  Its  most 
disastrous  effects  may  be  avoided  or  at  Icat  minimized  by 
the  granting  of  credit  by  our  banks  to  all  those  entitled 
thereto,  i.e.,  to  people  who  are  really  solvent  but  who  are 
unable  to  realize  on  their  property  at  the  moment,  and  may 
thus  be  forced  into  bankruptcy.  This  is  one  of  the  greatest 
services  the  banker  renders  to  the  community.* 

The  Bank  and  Its  Functions. 

"A  bank  may  be  described  in  general  terms,"  says 
Dunbar,  ''as  an  establishment  which  makes  to  indi- 
viduals such  advances  of  money  or  other  means  of 
payment  as  may  be  required  and  safely  made,  and  to 
which  individuals  entrust  money  or  the  means  of  pay- 
ment when  not  required  by  them  for  use."  That  is, 
its  business  is  to  make  loans  and  to  receive  deposits.  These 
are  the  essential  functions,  but  in  almost  all  countries  some 
or  all  of  the  banks  have  the  additional  function  of  issuing 
notes — promises  to  pay  which  circulate  practically  on  a 
par  with  money  and  are  considered  just  as  good  as  money. 
Sometimes  these  notes  are  legal  tender,  as  in  the  case  of  the 
Bank  of  England's  notes.    Sometimes,  as  with  us,  they  are 


*  Of  course,  a  bank  cannot  in  its  own  interest  afford  to  jeo- 
pardize its  financial  position  by  unduly  reducing  its  reserves  in  a 
"crisis"  in  order  to  help  even  its  best  and  most  solvent  customers. 
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not.  When  the  process  of  note  issue  is  analyzed  it  will  be 
found  that  it  really  is  only  a  particular  variety  of  deposit, 
in  which  the  depositor  of  values  with  the  bank  receives  pro- 
missory notes  instead  of  book  credit. 

Definition  of  the  Bank  Note. 

' '  A  bank-bill  or  note  is  a  non-interest-bearing  obligation 
payable  to  bearer  upon  demand,  in  lawful  money,  title  to 
which  passes  by  delivery.  The  value  of  such  note  depends 
upon  the  financial  credit  of  the  bank  issuing  the  same,  the 
special  provision  of  law  for  its  redemption,  the  -security 
set  apart  for  such  purpose,  the  fidelity  with  w^hich  such 
laws  are  enforced  as  to  redemption,  the  character  of  super- 
vision, and  the  degree  of  conservative  banking  thereby  in- 
sured." — Comptroller  Hepburn,  Annual  Report  to  Con- 
gress, 1892  (page  14). 

Importance  of  the  Bank-Note  to  New  Banks. 

The  function  of  note  issue,  though  not  essential  to  a 
bank,  is  nevertheless  very  important  historically,  and  thus 
deserves  our  careful  consideration.  In  the  early  history 
of  the  banking  systems  of  different  countries,  as  well  as  in 
the  early  history  of  most  individual  banks,  there  was  a 
time  when  either  the  banking  system  or  the  individual  bank 
was  too  new,  too  untried,  to  secure  the  public  confidence.* 
Many  people  still  feel  that  since  the  interest  paid  by  Cana- 
dian banks  on  savings  deposits  is  almost  universally  three 
per  cent.,  the  savings  depositor  may  as  well  put  his  money 
into  the  safest  possible  institution.  This  need  not  neces- 
sarily he  one  of  the  largest  banks,  but  usually  the  depositor 
will  think  it  is. 

Here  is  where  the  importance  of  the  function  of  note- 
issue  comes  in.  If  the  State,  under  what  the  Americans  call 
its  *' police  power,"  perrmits  the  new  bank  to  issue,  with  all 

*  In  new  communities,  too,  there  is  very  little  surplus  saved 
Tip,  as  money  or  capital  which  is  not  in  active  use.  Thus  deposits 
in  such  a  community  are  small,  and  do  not  remain  in  the  bank  for 
long  periods,  as  in  older  districts. 
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possible  safeguards,  promissory  notes  without  interest,  pay- 
able to  bearer,  the  public  will  generally  be  ready  to  accept 
these  notes,  whose  goodness  is  fairly  well  established  under 
the  Government's  regulations.  Various  people  who  trade 
with  the  new  bank  accept  these  promissory  notes  in  place  of 
legal  tender  because  they  feel  that  their  creditors  will 
accept  this  bank-note  currency  likewise.  Thus  we  have  the 
promissory  note  starting  out  over  the  country.  It  may 
conceivably  remain  unredeemed  for  a  year,  in  which  time 
a  ten-dollar  note  would  earn  an  appreciable  sum  for  the 
issuing  (bank. 

Profit  From  Note  Issue. 

For  every  ten-dollar  bank-note  in  circulation  someone 
has  given  the  bank  values  to  the  extent  of  ten  dollars  (or 
his  promise  to  give  those  values  plus  interest  at  some  date 
in  the  near  future),  and  instead  of  legal  tender  has  accepted 
in  payment  the  non-interest-bearing  promissory  note.  Pos- 
sibly the  same  man  brings  in  the  note  at  the  end  of  a  year 
and  receives  only  the  legal  tender  which  he  might  just  as 
well  have  received  at  the  beginning.  In  other  words,  the 
bank  has  had  the  "use  of  the  ten  dollars  for  a  year  for 
nothing;  it  has  gained  the  interest  accrued  thereon.  Of 
course,  he  has  much  more  probably  passed  on  his  note  to 
another  man,  and  he  to  another,  and  so  on,  so  that  the  loss 
of  each  holder  is  exceedingly  small. 

The  function  of  note-issue  enables  the  bank  to  advertise 
itself  as  an  institution  with  a  strong  credit.  Thus  it  gradu- 
ally grows  in  favor  with  the  public,  and  by  degrees  people 
begin  to  drop  in  and  deposit  their  savings  with  it ;  others 
come  in  to  borrow  money  or  to  get  credit.*    In  most  cases 

*  In  Prof.  Seligman  's  collection  of  addresses  on  the  Currency 
Problem,  Mr.  Frank  A.  Vanderlip,  Vice-President  of  the  National 
City  Bank  of  New  York,  says:  ''^The  business  of  the  modern  bank 
is  almost  wholly  the  exchange  of  credit — to  use  a  clear  but  homely 
phrase,  the  swapping  of  credits Almost  its  entire  busi- 
ness consists  of  receiving  from  customers  their  evidences  of  indebt- 
edness, which  have  a  narrow  currency,  and  giving  to  those  cus- 
tomers in  exchange  the  bank's  evidences  of  indebtedness,  which 
have  a  wide  currency."  So,  too,  Mr,  McLeod,  in  his  evidence  be- 
fore tke  National  Monetary  Commission,  stated  that  approximately 
90%  of  the  banks'  total  business  in  Canada  is  done  by  cheques. 
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Where  loans  are  made  the  amount  of  the  loan  is  entered  to 
the  credit  of  the  borrower  as  a  deposit.  Thus  the  liabilities 
of  'the  bank — its  deposits — and  the  assets — the  money  due 
it— are  increased  by  the  same  transaction. 

To  young  banks  and  banks  in  newly-settled  districts  the 
right  of  loaning  to  the  public  through  note  issue  is  of  very 
great  importance.  Under  our  Act  the  notes  of  the  new  bank 
are  just  as  good  from  the  note-holder's  point  of  view  as 
those  of  the  oldest  and  best  established  of  banks.  The  note 
will  remain  in  circulation  wherever  people  are  accustomed 
to  accept  such  notes  and  to  have  them  redeemed  without 
question.* 

Bank  notes  in  circulation,  though  not  money,  are  in 
fact  a  substitute  for  money.  Now  the  coining  of  money  is  a 
Government  prerogative — a  Government  monopoly — and 
probably  by  analogy,  the  Governments  of  most  countries 
exercise  a  strict  control  over  the  amount  of  bank  notes 
which  a  bank  is  allowed  to  issue,  since  these  compete  with 
money.  Both  Governments  and  banks  are  concerned  to 
keep  bank  notes  for  all  practical  purposes  on  a  par  with 
money,  the  Government  because  it  does  not  wish  citizens  to 
be  victimized  by  banks  of  the  meaner  kind  (as  happened  in 
the  United  States  before  1850),  the  banks  because  they  can- 
not circulate  a  single  note  unless  citizens  are  ready  to  accept 
the  notes  freely.  So  when  a  bank  note  comes  into  your  pos- 
session you  may  be  sure  that  someone — the  man  who  volun- 
tarily accepted  it  from  the  bank  in  payment  of  a  debt — 
trusted  the  bank  with  that  value  long  before  you  received 
it.  Also,  the  very  fact  that  you  have  that  note  in  your 
pocket  indicates  that  you  are  in  no  hurry  to  have  it  cashed. 
Apparently  you,  as  well  as  the  man  who  first  accepted  the 
note  from  the  bank,  have  confidence  in  the  bank.  You  con- 
sider its  promise  to  pay  as  being  just  as  good  as  actual 

*  In  1825  the  Bank  of  Montreal  had  notes  in  circulation  to  the 
amount  of  £1.37,580,  and  deposits  of  only  £105,518.  Tn  September, 
1912,  it  had  notes  in  circulation  to  the  amount  of  $15,628,802,  de- 
posits of  $183,423,686.  Thus  the  deposits,  which  were  considerably 
less  than  the  notes  in  circulation  in  1825,  were  nearly  twelve  times 
q,s  great  as  the  notes  in  circulation  in  1912. 
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money,  especially  as  you  can  readily  get  your  creditor  to 
accept,  though  he  is  not  legally  bound  to  do  so. 

Safeguards  of  the  Bank  Note. 

In  Canada,  as  in  most  other  countries,  the  man  who 
holds  a  note  of  a  bank  has  a  special  reason  for  giving  it  his 
confidence :  he  is  in  almost  all  countries  a  preferred  creditor 
— a  creditor  whose  claim  ranks  in  advance  of  all  others. 
In  our  own  country  no  note-holder  has  lost  a  dollar  since 
Confederation  except  in  the  case  of  the  failure  of  the 
Mechanics  Bank  of  Montreal,  where  the  note  holders 
were  not  treated  as  preferred  creditors,*  and  the  notes  of 
our  youngest  and  weakest  bank  pass  current  as  easily  as 
those  of  our  oldest  and  strongest.  We  do  not  suppose 
there  is  a  business  man  in  the  country  who  would  refuse  a 
note  of  a  chartered  bank — ^unless,  indeed,  it  were  one  of  a 
bank  in  process  of  liquidation.  If  he  refused  even  this  it 
would  only  be  a  proof  of  his  ignorance,  for  .the  notes  of  an 
insolvent  bank  must  either  be  redeemed  by  the  liquidator 
within  two  months  (with  interest  at  5%  from  the  date  of 
suspension  to  that  of  payment),  or  they  will  be  redeemed 
with  interest  by  the  Minister  of  Finance  out  of  the  Bank 
Circulation  Redemption  Fund  (a  fund  held  by  the  Minister 
amounting  to  5%  of  average  note  circulation,  to  which  all 
banks  must  contribute,  and  out  of  which  all  notes  of  in- 
solvent banks  must  be  paid,  even  if  the  assets  of  the  in- 
solvent bank  are  insufficient  to  reimburse  the  Fund  for  the 
expenditure).  The  note  of  an  insolvent  bank,  therefore, 
after  the  bank  becomes  insolvent,  is  really  worth  a  little 
more  than  the  perfectly  good  note  of  any  other  bank. 
Banks,  therefore,  willingly  accept  such  notes  from  the  pub- 
lic, knowing  that  there  is  a  slight  profit  and  no  risk  in 
handling  them. 

Another  safeguard  of  the  note-holder  is  to  be  found  in 
the  provision  that  all  chartered  banks  must  be  prepared  to 

*  For  details  of  this  feature,  see  Breckenridge,  The  Canadian 
Banking  System,  1817-1890,  pp.  217-.2il8.  The  Mechanics'  Bank  was 
operating  on  a  pre-Confederation  charter. 
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redeem*  their  notes  at  the  leading  business  centre  of  each 
province. 

Nor  is  this  the  only  precaution.  It  is  also  provided  by 
law  that  no  'bank  shall  issue  notes  to  an  amount  greater 
than  that  of  its  paid-up  capital,  except  in  the  months  from 
September  to  February  inclusive,  when  they  may  issue  an 
extra  amount  equal  to  15%  of  the  combined  amount  of 
their  paid-up  capital  and  reserve.  The  banks  must  pay 
the  Government  5%  interest  on  this  emergency  note-issue. 
Thus  note-holding  creditors  of  an  insolvent  bank,  could 
during  half  the  year  at  least,  be  entirely  paid  off  from  the 
proceeds  of  the  double-liability  unless  some  of  the  share- 
holders defaulted.*  The  reason  for  permitting  the  emer- 
gency issue  is  simply  that  the  extra  notes  are  needed  in  the 
West  to  pay  for  the  harvesting  and  sale  of  the  crops. 

So,  too,  in  England  note-holders  are  specially  protected. 
There,  the  Bank  of  England,  if  we  except  a  few  survivals 
of  old  note  issues  from  before  the  Bank  Act  of  1844,  is  the 
only  issuer  of  no'tes.  To  secure  all  note-holders  payment  of 
their  notes,  it  is  provided  that  all  notes  must  be  covered 
either  by  gold  or  iby  the  bank's  holdings  of  Government 
securities  or  other  securities  approved  by  the  Government. 
According  to  law,  the  first  £18,450,000  worth  of  noites.may 
be  issued  against  the  above-mentioned  securities.  For  all 
notes  issued  above  this,  the  issue  department  of  the  bank, 
which  is  entirely  separate  from  the  Banking  Department, 
holds  gold,  either  in  coin  or  bullion.  The  bank  has  thus  the 
gold  ready  to  redeem  all  the  notes  that  are  ever  likely  to 
be  presented  for  payment.  It  is  well  that  the  Government 
should  make  these  stringent  regulations,  since  Bank  of 
England  notes  are  practically  'the  only  paper  currency  used 
in   England.     Bank   of   England   notes   in   England,   like 

*  Consolidated  Canadian  Bani<^  Act.  Revised  Statutes  of  Can- 
ada, 1906,  chap.  29,  section  125: — In  the  event  of  the  property  and 
assets  of  the  bank  being  insufficient  to  pay  its  debts  and  liabilities, 
each  shareholder  of  the  bank  shall  be  liable  for  the  deficiency,  to 
an  amount  equal  to  the  par  value  of  the  shares  held  by  him,  in 
addition  to  any  amount  not  paid  up  on  such  shares. 
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Dominion  notes  with  us,  are  full  legal  tender,  except  at  the 
appointed  places  of  redemption. 

In  the  United  States  the  bank  notes  issued  by  the 
National  Banks  must  ibe  issued  only  against  United  States 
bonds  owned  by  the  banks,  but  held  by  the  Secretary  of  the 
Treasury.  If  a  bank  becomes  insolvent  its  notes  are  re- 
deemed by  the  Secretary  of  the  Treasury  and  its  bonds  sold 
to  reimburse  the  Government.  Thus  the  notes  of  the 
United  States  National  Banks  are  really  issued  against  the 
Government's  credit,  and  are  safe  to  be  redeemed  as  long 
as  the  Government  itself  is  solvent.  The  citizen  of  Maine 
who  receives  a  note  of  some  little  national  bank  in  Cali- 
fornia does  not  have  to  speculate  on  the  probable  financial 
standing  of  that  particular  bank.  His  note  rests  on  the 
general  credit  of  the  United  States,  just  as  our  Dominion 
notes  rest,  to.  some  extent,  upon  the  general  credit  of 
Canada. 

Freedom  of  Note  Issue. 

Lately  there  have  been  suggestions  in  Canada  that  all 
these  special  advantages  given  to  note-holders  should  be 
abolished  and  that  banks  should  be  permitted  to  issue  notes 
freely,  and  untaxed,  to  any  extent  required  by  the  needs 
of  business.  The  fact  that  under  such  circumstances  notes 
would  come  into  the  clearing-house  for  redemption  would, 
it  is  claimed,  prevent  an  over-issue  of  notes  at  any  time. 
What  difference  does  it  make  whether  a  bank's  credit  is 
extended  in  the  form  of  notes  or  by  an  entry  in  its  books? 

No  doubt  this  argument  is,  from  the  business  point  of 
view,  quite  correct.  Still  the  common-sense  of  nations 
seems  to  agree  that  the  note-holder  is  deserving  of  special 
treatment.  He  is  practically  an  involuntary  creditor,  while 
the  depositor  is  a  voluntary  creditor,  who  might  have  put 
his  money  in  the  Post  Office  Saving  Bank  instead  of  the 
other,  if  he  had  wished  to  do  so. 

From  the  strictly  economic  point  of  view  or  the  point 
of  view  of  the  banker,  it  may  be  desirable  that  our  banks 
should  be  consolidated  and  no  new  ones  established.  Cer- 
tainly the  banks  that  have  failed  within  the  past  generation 
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have  for  the  most  part  been  young  and  short-lived.  Y^t  the 
borrowing  puiblic  generally  would  sympathize  with  the  new 
bank,  believing,  as  it  does,  that  consolidation  has  already 
gone  quite  far  enough.  In  this  belief  it  is  apparently  argu- 
ing from  its  experience  of  loans.  Possibly  the  saving  public 
might  have  another  story  to  tell.  It  is  to  their  advantage 
to  have  their  savings  kept  as  safely  as  possible,  while  still 
obtaining  a  fair  rate  of  interest  for  them.  Some  of  them, 
as  J.  F.  Johnson  says,  regard  the  established  rule  of  3%  as 
too  small  a  rate  on  savings  deposits  in  such  a  young  and 
developing  country  as  this,  but  probably  the  majority  value 
the  use  of  cheques  on  savings  deposits  as  a  privilege  which 
offsets  the  low  rate  of  interst. 

Advantages  of  Note  Issue  to  the  Public. 

Why  should  banks  have  the  right  to  issue  notes  at  all? 
What  advantage  is  there  to  the  public  in  their  doing  so? 
The  great  advantage  lies  in  the  elasticity  which  these  bank- 
notes give  to  our  currency  system.  This  may  well  be  illus- 
trated by  the  chart  in  J.  F.  Johnson's  Canadian  Banking 
System,  p.  66.  If  you  look  at  that  chart  you  will  find  that 
in  nearly  all  years  the  highest  point  of  circulation  is  on 
October  31,  the  time  when  the  moving  of  the  crop  is  being 
financed.  This  elasticity  enables  our  banks  to  aid  greatly 
in  (bringing  out  the  crops  of  the  North-west.  The  United 
States,  with  its  bank  note  circulation  based  on  United  States 
bonds,  does  not  enjoy  this  elasticity. 

The  required  elasticity  in  the  supply  of  currency  can- 
not well  be  secured  through  the  use  of  Dominion  notes, 
since  the  Grovernment  is  not  in  touch  with  business  condi- 
tions throughout  the  country  as  the  banks  are.  It  does  not 
possess  the  machinery  necessary  for  putting  these  notes  into 
circulation  at  hundreds  of  places  throughout  the  country. 
Thus  the  circulation  of  Dominion  notes  does  not  vary  and 
cannot  well  be  made  to  vary  with  the  seasonal  needs  of 
business  throughout  the  year. 
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Loans  and  Deposits. 

Many  banks,  such  as  the  American  State  banks,*  do  a 
thriving  business  without  the  function  of  note  issue  at  all; 
They  live  by  receiving  deposits  and  making  loans,  and  the 
former  is  often  a  consequence  of  the  latter,  so  that  we  may 
consider  lending,  from  the  ibanker's  point  of  view,  as  the 
main  function  of  a  bank.  The  first  thing  that  a  new  bank 
of  this  kind  does  is  to  lend  a  portion  of  its  capital  to  its 
customers,  or  to  lend  them  its  credit  in  return  for  theirs. 
Here  is  the  process,  as  illustrated  in  a  small  American  State 
bank. 

A  banker  begins  with  $10,000  capital ;  this  capital,  coiu- 
bined  with  his  own  reputation,  brings  him  in  $50,000  of 
deposits.  He  finds  that  his  depositors  deposit  approxi- 
mately as  much  as  they  withdraw,  so  he  is  reasonably  sure 
of  having  $60,000  ca^h  on  hand  all  the  time.  With  this 
money  he  begins  to  discount  commercial  paper,  and  for  a 
$1,000  note  which  has  three  months  to  run  he  sets  down  to 
the  credit  of  the  seller  of  the  note  $985.  He  finds  that  as 
a  rule  this  money  is  not  immediately  called  for,  and  that 
he  cam  safely  discount  about  $200,000  of  commercial  paper 
in  the  same  way  and  on  the  same  terms.  Then  his  balance 
sheet  will  ibe : 

Resources.  i  Liabilities. 

Cash $  60,000  Deposits   $247,000 

Loans  &  Discounts  200,000     !  Capital   10,000 

1  Profit 3,000 


$260,000     I  $260,000 

How  Credit  Is  Created. 

Now  $50,000  of  the  banker's  deposits  is  in  actual  cash, 
but  the  other  $197,000  represents  nothing  but  his  credit; 
which  he  is  loaning  to  his  depositors — it  is  created  by  his 
good  reputation  and  by  his  resources.     His  depositors,  we 

*  These  are  so  called  because  they  operate  under  charters  from 
the  State,  instead  of  from  the  National  Government.  ! 
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will  suppose,  never  want  to  turn  their  deposits  into  cash 
faster  than  the  notes  which  he  discounts  come  to  maturity 
and  are  converted  into  cash.  So  his  debtors  have  in  their 
business  the.  use  of  $200,000  of  the  banker's  credit,  and 
pay  him  interest  for  the  use  of  it,  just  as  if  it  were  actual 
money. 

Suppose,  however,  rumors  begin  to  get  afloat  that  Mr. 
So-and-So's  bank  is  not  very  secure.  Depositors  begin  to 
come  in  for  their  money  or  to  draw  cheques  to  more  than 
the  ordinary  amount.  Then  the  small  hanker,  if  the  com- 
mercial paper  which  he  has  bought  is  good,  can  re-discount 
it  with  some  larger  bank,  and  thus  secure  the  cash  to  meet 
his  obligations.'*  If  he  is  unable  to  do  this,  he  necessarily 
suspends  payment,  and  is  often  forced  into  bankruptcy. 
The  result  is  the  loss  of  his  capital  and  probably  of  some 
portion  of  the  money  due  to  his  depositors. 

Commercial  and  Savings  Banks. 

In  most  countries  there  exist  two  kinds  of  banks — com- 
mercial banks  and  savings  banks.  The  chief  difference  be- 
tween them  is  simply  that  commercial  banks  deal  mainly 
with  commercial  people  who  are  continually  depositing  or 
withdrawing  large  amounts.  Accordingly,  the  commercial 
bank  must  keep  as  a  reserve  a  large  percentage  of  its  lia- 
bilities, since  it  must  be  ready  to  pay  off,  at  a  moment's 
notice,  any  of  its  obligations.  All  its  assets  must  be 
"liquid,"  easily  realizable,  and  as  a  rule  it  does  not  make 
any  investments  which  will  tie  up  its  assets  for  more  than 
three  months  at  a  time,  e.g.,  sixty-day  or  ninety-day  com- 
mercial paper.  In  csme  of  a  sudden  stress,  it  should,  unless 
the  crisis  is  general,  be  able  to  re-discount  this  paper  with 
another  bank. 

In  savings  banks,  on  the  other  hand,  the  deposits  are 
usually  repayable  only  after  notice,  and  the  amount  of 
deposits  likely  to  be  paid  out  in  a  certain  period  is  much 

*  The  impossibility  of  an  outsider  deciding  on  the  quality  of 
the  commercial  paper  held  by  a  far  distant  branch  of  a  great  bank 
is  given  as  one  of  the  reasons  why  an  external  inspection  of  our 
banks  would  not  work  well  in  Canada. 
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less  than  in  the  case  of  a  commercial  bank.  Also,  since  the 
deposits  are  usually  smaller  and  more  numerous  than  those 
of  a  commercial  bank,  it  is  more  feasible  to  estimate  what 
the  withdrawals  will  probably  be  in  a  given  space  of  time. 
For  all  these  reasons,  the  reserve  in  a  savings  bank  is 
usually  a  much  smaller  percentage  of  the  deposits  than  the 
reserve  in  a  commercial  bank.  Because  of  the  comparative 
stability  of  its  investments,  the  savings  bank  is  able  to  in- 
vest its  deposits  under  fewer  restrictions  than  a  com- 
mercial bank,  and  in  many  places  may  make  nioney  by  all 
^orts  of  investments,,  while  the  commercial  bank  is  strictly 
limited  to  commercial  paper. 

Interest  on  Deposits. 

The  savings  bank,  in  addition  to  providing  safe-keeping 
for  money,  offers  interest  in  order  to  attract  depositors. 
As  a  result  of  having  so  much  larger  a  percentage  of  its 
assets  invested,  the  savings  bank  is  able  to  pay  interest  on 
deposits;  the  strictly  commercial  bank  usually  does  not. 
Its  attraction  for  the  depositor  is  its  convenience  and  its 
servicas  to  him  in  discounting  his  commercial  paper. 

In  Canada,  under  our  system  of  nation-wide  banks,  the 
savings  and  the  commercial  banks  are  inextricably  fused. 
Practically  all  our  chartered  banks  discharge  both  func- 
tions. Yet  it  is  possible  to  see  approximately  how  much  of 
their  deposits  are  savings  deposits  and  how  much  are  com- 
mercial deposits,  by  comparing  the  deposits  payable  after 
notice  with  the  demand  deposits.  Some  banks  which  do 
more  city  than  country  business  wlil  be  found  to  have  a 
larger  proportion  than  the  average  of  demand  deposits; 
others  which  devote  more  attention  to  country  business,  a 
smaller.  If  one  investigates  the  comparative  amounts  for 
the  past  decade,  he  will  find  that  about  two-thirds  of  our 
deposits  are  savings  deposits  and  one-third  commercial. 
Our  Canadian  arrangement  is  a  happy  one,  in  so  far  as  it 
enables  our  banks  to  use  their  savings  deposits  in  further- 
ing the  business  of  the  country  more  actively  than  would  be 
done  by  purely  savings  institutions. 
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In  Canada  the  usual  rate  of  interest  paid  by  chartered, 
^Danks  on  savings  (or  time)  deposits  is  three  per  cent.;  on 
commercial  deposits  no  interest  is  usually  paid,  though  in 
some  cases  where  specially  large  balances  are  kept,  a  low 
rate  of  interest  is  paid  under  a  special  arrangement. 

Branch  Banks. 

An  important  feature  of  our  banking  system  is  the 
branch  bank.  Our  banks  are  banks  of  branches,  with  their 
centres  at  some  important  city,  operating  for  the  most  part 
over  wide  expanses  of  territory  and,  in  the  case  of  our 
larger  banks,  all  over  the  Dominion.  The  advantages  of 
this  system  to  the  business«  public  as  compared  with  the 
system  of  small  individual  banks  existing  in  the  United 
States,  are  manifold.  Under  our  system  money  flows  much 
more  readily  from  one  place  to  another  than  under  theirs; 
thus  the  rate  of  interest  varies  as  ibetween  East  and  West 
less  with  us  than  with  them.  Our  affairs  are  in  the  hands 
of  experts;  we  have  the  advantages  over  the  Americans  that 
large  scale  producers  have  over  small  scale  producers.  Our 
banks  are  able  to  place  their  money  more  wisely  than  are 
the  American  banks,  because  our  banks  have  a  nation-wide 
vision  and  a  nation-wide  clientele,  which  the  American 
banks  have  not.  Also  our  banks  are  more  easily  able  to 
collect  money  in  one  place  where  it  is  plentiful  and  invest 
it  in  another  place  where  it  is  scarce  than  are  the  American 
banks.  All  this  implies  a  great  economic  advantage;  and 
has,  no  doubt,  contributed  largely  to  the  rapidity  of  settle- 
ment in  the  Canadian  North-west. 

Clearing  Houses. 

We  have  said  already  that  one  of  the  great  purposes  of 
the  bank  is  to  make  credit  do  the  work  of  money,  thus 
economizing  the  use  of  money  through  the  use  of  its  bank 
notes  and  deposits  as  media  of  excliange.  Banks  have 
within  the  past  generation  been  rendered  much  more  effi- 
cient economizers  of  money  through  the  use  of  clearing- 
houses. S  .' 
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Up  to  about  a.  generation  ago,  when  the  customer  of  a 
bank  paid  into  his  bank  the  note  or  the  cheque  of  another, 
the  messenger  of  that  first  bank  went  around  daily  and 
collected  from  the  debtor  banks  the  amounts  of  money  due 
from  them.  They  in  turn  sent  their  messengers  to  his  bank 
and  to  each  other  to  collect  the  amounts  of  money  due  to 
them  on  notes  and  cheques  which  had  been  deposited  with 
them.  This  was  a  very  clumsy  system,  requiring  a  great 
deal  of  the  messengers'  time  and  much  counting  and  re- 
countdng  of  money.  Also  it  had  in  it  a  certain  element  of 
danger,  as  the  messenger  was  commonly  known  to  have 
much  money  on  his  person.  This  invited  robbery.  Finally 
it  tied  up  a  great  deal  of  cash  in  making  these  daily,  settle- 
ments. 

At  last  the  plan  was  devised  of  having  representatives 
of  all  the  banks  in  a  community  meet  daily  at  some  con- 
venient centre  in  the  town,  which  was  called  a  clearing- 
house.* Here  they  were  to  bring  the  notes  and  cheques  on 
each  other  which  they  had  received  the  previous  day,  all 
neatly  tied  up,  with  the  total  amount  stated  thereon.  If 
there  are  ten  banks  doing  business  in  a  place  the  represen- 
tative of  each  bank  goes  to  the  clearing-house  with  nine 
packages  of  notes  and  cheques  on  the  other  banks. 

In  an  ordinary  day's  transactions  it  is  found  that  some 
of  the  banks  are  debtors — the  amount  of  paper  which  they 
hold  on  other  banks  is  not  so  great  as  the  amount  which  the 
other  banks  hold  on  them — and  some  are  creditors hold- 
ing more  paper  (i.e.,  notes  or  cheques)  on  other  banks  than 
other  banks  hold  on  them.     Debtor  banks  must,  under  the 

*  The  .Supreme  Court  of  Pennsylvania  defines  a  clearing-house 
as  follows: — ''It  is  an  ingenious  device  to  simplify  and  facilitate 
the  work  of  the  banks  in  reaching  an  adjustment  and  payment  of 
the  daily  balances  due  to  and  from  each  other  at  one  time  and  in 
one  place  each  day.  In  practical  operation  it  is  a  place  where  all 
the  representatives  of  the  banks  in  a  given  city  meet,  and,  under 
the  supervision  of  a  competent  committee  or  officer  selected  by  the 
associated  banks,  settle  their  accounts  with  each  other  and  make  or 
receive  payment  of  balances,  and  so  "clear"  the  transactions  of 
the  dav  for  which  the  settlement  is  made. 


18  THE      SHAW      CORRESPONDENCE      SCHOOL 

rules  of  the  Canadian  Bankers'  Association,  settle  their 
balances  by  twelve  o'clock  and  creditor  banks  must  re- 
ceive the  amounts  due  them  by  half-past  twelve.  Balances 
are  paid  with  Domlinion  notes  that  are  negotiable  only  be- 
tween banks,  by  draft  on  Montreal,  and  sometimes  by  draft 
on  New  York.  All  the  banks  are  most  particular  to  pay 
their  balances  every  day,  as  failure  to  do  so  would  imme- 
diately be  published  and  would  necessarily  result  in  a  run 
on  the  bank  and  its  probable  failure. 

Paper  representing  enormous  business  dealings  passes 
annually  through  the  clearing-houses ;  the  amount  of  clear- 
ing-house transactions  is  regarded  as  perhaps  the  best  index 
to  the  volume  of  ibusiness  done  in  a  community,  as  the 
records  of  a  very  large  percentage  of  all  business  go  through 
the  clearing-houses.  This  is  truer  of  the  United  States 
than  of  Canada,  since  with  us  a  considerable  share  of  the 
business  is  transacted  within  the  different  branches  of  a 
single  bank,  which  in  the  United  States  is  done  with  differ- 
ent banks.  Mergers  between  our  banks  must  also  neces- 
sarily tend  to  reduce  the  amount  of  our  bank  clearings. 

The  fluctuations  of  the  clearing-house  returns  are  con 
sidered  one  of  the  best  indications  of  the  degree  of  pros- 
perity of  a  country.     Any  depression  causes  them  to  fall, 
or  at  least  to  remain  stationary  ;  a  period  of  prosperity  leads 
to  a  rapid  increase  in  the  amount  of  bank-clearings. 

The  ibank  clearings  of  the  Dominion  have  grown  from 
$979,000,000  in  1893  to  $7,195,000,000  in  1911,  and  $9,143,- 
000,000  in  1912.  An  increase  of  bank  clearings  has  occurred 
in  every  year  of  the  past  decade,  except  in  1908,  the  year  of 
depression,  when  the  total  was  $4,142,000,000  as  against 
$4,313,000,000  in  1907.  Since  1908  the  clearings  have  grown 
by  leaps  and  bounds,  and  have  more  than  doubled  in  four 
years — a  marvellous  advance  that  speaks  volumes  for  the 
progress  of  our  country  and  the  energy  of  our  people. 

Economy  of  Money  Effected. 

How  great  a  saving  in  the  use  of  money  has  been 
effected  by  the  establishment  of  the  clearing  house  may  be 


ECONOMICS  19 

illustrated  from  the  statistics  of  the  New  York  clearing- 
house. In  the  year  ending  Sept.  1,  1907,  over  $95,300,000,- 
000  in  cheques  and  drafts  passed  through  the  clearing-house, 
while  the  total  money  balances  paid  amounted  to  $3,800,- 
000,000,  or  only  4%  of  the  business  transacted.  There  is 
every  reason  to  ibelieve  that  with  the  increase  in  the  num- 
ber of  people  having  bank  accounts,  the  use  of  money  in 
business  transactions  will  continue  to  decline,  and  a  larger 
and  larger  percentage  of  business  will  in  all  progressive 
communities  be  carried  on  by  the  use  of  credit  instruments. 
''Money,"  it  is  said,  "is  only  the  small  change  of  com- 
merce. ' '  Some  economists  have  even  had  visions  of  a  future 
society  in  which  our  money  will  have  ceased  to  exist,  and 
all  obligations  in  a  community  will  be  discharged  by  a  trans- 
fer of  credits  in  some  enormous  book.  In  many  small  trans- 
actions, however,  the  expense  attending  the  writing  of 
cheques  and  the  transferring  of  credits  will  always  make 
the  use  of  money  a  more  economical  method  of  discharging 
one 's  obligations. 

N.B. — Students  specially  interested  in  the  Canadian 
Banking  System  are  advised  to  read  Sir  Edmund  Walker's 
History  of  Banking  in  Canada,  Mr.  H.  M.  P.  Eckhardt's 
Rational  Banking  System,  and  the  three  reports  on  the 
Canadian  Banking  System  pu'blished  by  the  National  Mon- 
etary Commission  of  the  United  States.  The  latter  may  be 
procured  from  the  Superintendent  of  Documents,  Grovern- 
ment  Printing  Office,  Washington,  for  a  postal  money  order 
or  express  order  for  eighty-five  cents.  These  books,  which 
should  be  in  every  banker's  library,  are  as  follows:  The 
History  of  Banking  in  Canada,  by  R.  M.  Breckenridge ;  The 
Canadian  Banking  System,  by  J.  French  Johnson;  Inter- 
views on  the  Banking  and  Currency  Systems  of  Canada. 
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EXAMINATION  QUESTIONS 
ECONOMICS. 

LESSON  9. 

1.  What  is  "credit"?  Why  are  credit  prices  higher 
than  cash  prices? 

2u  Explain  how  a  failure  of  credit  occurs  and  trace  its 
consequences. 

3.  What  is  a  bank?    What  are  the  functions  of  a  bank! 

4.  How  does  a  bank-note  differ  from  other  promissory 
notes?  Explain  how  these  differences  make  it  a  convenient 
substitute  for  money. 

5.  Point  out  how  the  'bank  derives  a  profit  from  note 
issue,  and  show  the  special  importance  of  note  issue  to  a 
young  bank. 

6.  Just  why  does  one  accept  a  Canadian  chartered  bank 
note  as  freely  as  a  Dominion  note?  What  safeguards  pro- 
tect the  Canadian  note-holder? 

7.  Compare  these  with  any  analogous  safeguards  in 
other  countries. 

8.  Why  is  the  note-holder  a  preferred  creditor  as.  com- 
pared with  the  depositor? 

9.  Why  does  the  Government  allow  the  banks  to  issue 
notes,  instead  of  making  considerable  profit  for  itself  by 
replacing  their  notes  with  Dominion  notes?  (Of  course  it 
would  have  to  alter  the  ''Act  respecting  Dominion  Notes" 
in  order  to  do  this.) 
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10.  Show  clearly  how  credit  is  created  in  the  modern 
bank. 

11.  Distinguish  the  savings  bank  from  the  commercial 
bank.  What  classes  of  investment  would  each  of  them 
naturally  prefer?  Why  do  savings  deposits  draw  interest, 
while  commercial  or  demand  deposits  do  not? 

12.  What  are  the  advantages  of  the  branch  bank  system 
as  compared  with  the  small  banks  of  the  United  States? 
Have  you  anything  to  say  on  the  other  side  ? 

13.  Explain  the  functions  of  the  clearing-house,  and 
show  how  it  economizes  the  use  of  money. 
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ECONOMICS 

LESSON  X. 

International  Trade — Free  Trade  and  Protection. 


T 


HE  latter  part  of  this  lesson  deals  with  a  highly 
controversial  topic.  The  writer  has  tried  to 
state,  fairly  and  impartially,  the  case  for  both 
sides,  so  far  as  is  possible  in  so  brief  a  treat- 
ment. He  disclaims  any  attempt  at  proselytiz- 
ing, while  believing  that  it  is  well  for  both 
Protectionists  and  Free  Traders  to  know  what 
is  to  be  said  on  the  other  side  of  the  question. 

Definition  of  International  Trade. 

In  dealing  with  this  subject,  as  indeed  with  most  others, 
one  must  begin  by  a  definition.  What  do  we  mean  by 
*' International  Trade?"  What  is  the  economic  definition 
of  a  nation?  Bagehot  says  that  a  nation,  in  the  economic 
sense,  is  a  group  of  producers,  within  which  la'bor  and 
capital  freely  circulate,  and  adds  the  corollary  that  labor 
and  capital  will  not,  as  a  rule,  migrate  beyond  the  bound- 
aries of  the  nation.  Hence,  the  essential  characteristics 
of  a  nation,  from  our  point  of  view,  are:  (1)  Free  circu- 
lation of  labor  and  caipital  within  that  particular  group 
of  producers;  (2)  more  or  less  complete  immobility  of  all 
the  agents  oif  production  as  regards  transfer  to  other 
groups. 

Causes  of  Immobility  of  Labor  and  Capital. 

The  next  question  is:  What  creates  this  immo'bility? 
Many  things  help  to  do  so.  First,  there  is  always  the 
cost  of  transportation  from  country  to  country.  Second, 
there  is  usually  the  difference  of  language,  which  puts 
very  great  difficulties  in  the  way  of  trade  between  two 
countries.  (For  instance,  there  is  very  little  trade  between 
ourselves  and  Russia.     We  should  do  much  less  trading 


4  THE      SHAW      CORRESPONDENCE      SCHOOL 

than  we  do  with  the  United  States  if  the  Americans  spoke 
Russian.)  Next,  there  is  generally  a  difference  of  cur- 
rency, which  necessitates  processes  of  calculation  when 
trade  is  carried  on  with  another  country.  Again,  there 
is  in  one  country  a  very  general  ignorance  of  the  trade 
opportunities  of  another.  Lastly,  there  are  artificial 
obstacles  to  international  trade  in  the  form  of  tariffs. 

Now%  on  the  other  hand,  it  is  obvious  that  this  immo- 
bility is  not  complete,  else  we  should  have  no  International 
Trade  at  all.  In  fact,  the  present  age  is  peculiarly  charac- 
terized by  the  great  and  increasing  freedom  of  movement 
possessed  by  capital.  Yet  there  is  a  degree  of  difficulty 
in  effecting  the  transference  of  commodities  which  inter- 
feres substantially  and  generally  with  their  exchange 
over  the  w^hole  range  of  industrial  competition. 

Reasons  for  International  Trade. 

Why  should  there  be  any  international  trade  at  all? 
Why  should  not  each  nation  produce  ail  it  wants  for 
itself?  Simply  because  certain  commodities  can  be  pro- 
duced more  cheaply  in  some  nations  than  in  others.  Wheat, 
for  example,  can  be  produced  more, cheaply  in  Canada 
than  in  England;  woollen  goods  can  be  produced  more 
cheaply  in  England  than  in  Canada.  So,  from  the  econo- 
mist's point  of  view,  Canada  should  specialize  on  wheat 
and  import  her  woollen  goods  from  England.  England 
should  specialize  on  woollen  goods  and  import  her  wheat 
from  Canada.  In  order  to  understand  international  trade 
from  the  simplest  possible  example,  let  us  suppose  we  have 
only  the  two  countries,  England  and  Canada,  trading  in 
only  the  two  commodities,  w^heat  and  woollen  goods. 

International  Trade:  First  Case. 

Now  suppose  it  costs  10  units  of  effort  (i.e.  labor  and 
capital)  to  produce  a  unit  quantity  of  wheat  in  Canada, 
and  20  units  of  effort  to  produce  the  same  unit  quantity 
of  wheat  in  England,  and  suppose  it  costs  15  units  o-f  effort 
to  produce  a  unit  quantity  of  woolen  goods  in  England 
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and  20  units  to  produce  the  same  in  Canada.  Suppose 
Canada  wants  1  unit  of  wheat  and  1  unit  of  woollen  goods. 
It  will  cost  her  30  units  of  effort  to  obtain  them  if  she 
produces  them  for  herself.  Similarly,  it  will  cost  England 
35  units  of  effort  to  obtain  these  same  quantities  of  wheat 
and  woollen  goods.  This  makes  a  total  of  65  units  of 
effort  expended  if  each  of  the  two  countries  produces  for 
itself. 

Now,  let  Canada  produce  all  the  wheat  and  England 
all  the  woollen  goods.  Canada  can  produce  the  2  units  of 
wheat  for  20  units  of  effort,  and  England  the  2  units  of 
woollen  goods  for  30  units  of  effort — a  total  of  50  units 
of  effort. 

Thus,  then,  15  units  of  effort  are  saved  when  each 
countrj^  produces  that  commodity  for  which  it  is  best 
fitted.  From  these  15  units  of  effort  the  cost  of  trans- 
portation— ^the  cost  of  transporting  the  unit  of  wheat  from 
Canada  to  England  and  the  unit  of  woollen  goods  from 
England  to  Canada — must  be  deducted.  The  gain  accru- 
ing from  the  saving  of  effort  will  be  divided  between  the 
two  countries  concerned. 

The  division  of  labor  between  countries  is,  then,  eco- 
nomically profita^ble,  just  as  is  the  division  of  labor 
between  individuals. 

International  Trade:  Second  Case. 

Now,  the  foregoing  case,  where  each  country  has  an 
absolute  advantage  over  the  other  in  one  of  the  two  com- 
modities interchanged,  is  the  most  general  case  where  in- 
ternational trade  occurs.  Cairnes  has  stated  the  law  of 
comparative  cost  so  as  to  include  another  important  case. 

He  says:  "The  one  condition  at  once  essential  to  and 
sufficient  for  the  existence  of  international  trade,  is  a  dif- 
ference in  the  comparative  as  contradistinguished  from  the 
absolute  cost  of  producing  the  commodities  exchanged." 

In  order  to  explain  this  more  clearly,  let  us  first  take  a 
parallel  case  from  the  life  of  individuals.  Suppose  that 
two  men  can  both  make  shoes  and  hats,  and  that  one  is 
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more  skilful  than  the  other  in  both  employments.  He  is 
able  to  make  a  hat  with  2  units  of  effort,  his  rival  with 
3  units  of  effort.    He  is  able  to  make  a  pair  of  shoes  with 

1  unit  of  effort,  his  rival  with  3  units  of  effort.  Thus,  his 
advantage  in  the  case  of  shoes  is  greater  than  in  the  case 
of  h^ts.  Supposing- each  of  them  needs  a  hat  and  a  pair 
of  shoes,  it  will  be  profitable  that  the  first  man  hand  over 
to  the  second  the  making  of  hats,  in  which  his  advantage 
is  less,  and  confine  himself  to  the  making  of  shoes,  in  which 
it  is  greater.  The  abler  man  can  make  his  hat  and  his 
pair  of  shoes  by  himself  with  3  units  of  effort,  the  other 
with  6  units.  Altogether,  the  expenditure  of  effort  will  be9 
units.  But  if  the  better  man  makes  shoes  only,  he  will  be 
able  to  make  2  pairs  with  2  units  of  effort,  and  the  poorer 
man  will  make  2  hats  with  6  units  of  effort — a  total  of  8 
units.  There  will  be  a  saving  of  1  unit  of  effort — less  the 
cost  of  transportation. 

Now,  suppose  we  take  the  ease  of  two  nations  in  a  simi- 
lar position — one  superior  to  the  other  in  producing  both 
the- commodities  under  consideration.  Suppose  that  the 
cost  of  producing  a  unit  quantity  of  wheat  in  Australia 
is  10  units  of  effort,  in  New  Zealand  40,  and  that  the  cost 
of  producing  a  unit  quantity  of  wool  is  30  units  of  effort 
in  Australia  and  60  in  New  Zealand.  Suppose  that  each 
nation  produces  just  for  itself,  and  that  New  Zealand 
needs  1  unit  of  wool  and  3  of  wheat,  and  Australia  1  unit 
of  wool  and  1  of  wheat.  Then  New  Zealand  will  have 
to  expend  180  units  of  effort  to  'produce  by  itself 
what  it  needs  and  Australia  40  units  of  effort  to  produce 
what  it  needs^ — altogether  220  units  of  effort.  After 
awhile  Australia  begins  to  concentrate  on  the  commodity 
in  which  it  has  the  greatest  proportional  advantage — 
wheat — and  produces  enough  of  that  for  both  countries, 
and  New  Zealand  devotes  itself  to  the  production  of  wool, 
and  they  exchange  surplus  products.  Then  the  4  units  of 
wheat  required  cost  Australia  40  units  of  effort,  and  the 

2  units  of  wool  required  cost  New  Zealand  120  units  of 
effort.     Thus  we  have  the  same  goods  produced  for  160 
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units  of  effort,  which  cost  previously  220  units  of  effort 
— a  saving  of  60  units  of  effort.  Here,  again,  the  cost  of 
transportation  must  he  taken  into  account  as  a  partial 
set-off  against  the  gain  due  to  international  trade.* 

So,  in  1849,  Australia  specialized  on  the  production  and 
export  of  gold  and  imported  dairy  produce  all  the  way 
from  Ireland.  Although  dairy  produce  could  be  produced 
in  Australia  at  absolutely  lower  cost  than  it  could  be  im- 
ported from  Ireland,  yet  the  comparative  advantage  of 
investing  labor  in  gold  was  far  greater.  So  the  costs  to 
be  compared  are  costs  of  comparative  production  in 
the  countries  concerned.  Ireland  received  in  exchange 
for  her  butter  gold  more  cheaply  than  she  could  have  pro- 
duced it  herself,  for  her  deposits  of  gold  are  small  and 
mining  very  expensive. 

This,  however,  is  an  exceptional  case.  In  the  great  ma- 
jority of  cases,  international  trade  arises  because  of  an 
absolute  difference  in  the  cost  of  production  of  two  com- 
modities in  two  nations. 

Economic  Advantages  of  International  Trade. 

Looking  at  the  subject  in  a  more  concrete  way,  we  may 
say  that  a  nation  derives  the  following  advantages  from, 
foreign  trade : 

1.  It  is  able  to  procure  commodities  which  it  is  abso- 
lutely una'ble  to  produce  itself.  This,  as  will  be  seen  from 
the  next  point,  is  a  comparatively  rare  case. 

2.  A  nation  obtains  commodities  which  it  could  not 
produce  without  a  tremendous  cost  of  production.  Adam 
Smith  says,  "By  means  of  glasses,  hot-beds,  and  hot  walls, 
very  good  grapes  can  be  raised  in  Scotland,  and  very  good 
wine,  too,  can  be  made  of  them  at  about  thirty  times  the 
expense  for  which  at  least  equally  good  can  be  brought 

*These  proofs  are  in  both  cases  given  for  only  two  nations 
trading  in  only  two  commodities.  They  are,  nevertheless,  applicable 
to  all  nations  and  to  all  commodities,  though  international  trade  is 
in  practice  ever  so  much  more  complicated  than  in  our  examples. 
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from  foreign  countries."  Many  commodities  could  not  be 
produced  cheaply  enough  to  attract  consumers  except 
through  international  trade. 

3.  The  productive  force  of  each  community  is  set  free 
for  application  to  those  natural  agents  and  materials  which 
offer  the  best  chance  of  high  returns,  so  that  the  efficiency 
of  each  productive  unit  is  much  increased. 

4.  The  concentration  of  special  branches  of  production 
in  one  place  leads  to  further  gain,  as  is  implied  by  the 
law  of  increasing  returns  so  generally  applicable  to  manu- 
factures. 

We  have  now  seen  the  advantages  of  international  trade. 
The  next  question  to  be  considered  is  what  determines 
exchange  values  in  trade  between  nations?  What  pro- 
portion of  the  econo;mic  advantage  goes  to  each  of  the 
nations  concerned?" 

Distribution  of  Gain  from  International  Trade. 

First,  it  is  evident  that  no  country  will  exchange  with 
another  unless  she  derives  some  profit  from  so  aomg.  Now, 
reverting  to  our  first  example,  we  find  that  the  gain  by 
international  trade  in  that  case  was  15  units  of  effort.  If 
this  gain  went  all  to  one  party  in  the  exchange,  the  other 
party  would  refuse  to  exchange  at  all.  Hence,  the  15 
units  must  be  divided.  Both  countries  will  get  the  goods 
exchanged  somewhat  cheaper  than  if  they  produced  them 
themselves,  but  somewhat  dearer  than  the  country  actually 
producing  them. 

Within  these  two  limits,  then,  the  actual  cost  of  produc- 
tion in  the  one  country,  and  what  it  would  have  cost  to 
produce  the  article  in  the  other  country,  exchange-values 
will  fluctuate,  but  naturally  that  country  will  get  the 
best  of  the  bargain  whose  desire  for  the  product  of  other 
countries  is  least,  and  for  whose  commodities  there  is  in 
the  other  countries  the  greatest  demand.  For  example, 
take  the  case  of  United  States  cotton.  England,  as  at  the 
time  of  the  American  Civil  War,  has  to  have  this  cotton 


ECONOMICS  9 

to  keep  her  cotton  mills  going.  So  Englishmen  have  for 
some  time  been  experimenting  to  produce  cotton  in  their 
own  tropical  possessions;  but  so  far  no  very  great  quantity 
has  been  raised — not  such  as  to  render  them  independent 
of  the  United  States.  Consequently,  England  must  pay 
dearly  for  United  States  cotton ;  but  there  are  other  com- 
modities which  England  can  sell  dearly  to  other  countries. 
Therefore,  a  country  desiring  few  foreign  commodities, 
and  having  a  great  demand  for  those  which  it  produces, 
gets  its  imports  cheaply.  Also,  the  more  markets  a  coun- 
try has  for  her  exports,  the  more  cheaply  will  she  obtain 
her  imports.  This  is  true,  even  if  some  of  the  countries 
which  take  her  exports  have  none  of  the  commodities 
which  she  desires  to  be  sent  to  her  in  return. 

International  Trade  in  Barter. 

International  trade  is  fundamentally  an  exchange  of 
commodities — ^barter,  since  no  government  can  make  its 
coined  money  circulate  outside  its  own  dominions.  That 
coined  money — if  indeed  it  is  ''standard"  money — money 
whose  commodity  value  is  equal  to  its  face  value — may 
circulate  throughout  the  world  at  its  commodity  value. 
But  this  is  not  at  all  on  account  of  the  Government's 
stamp  upon  it.  Uncoined  gold  and  silver — especially  the 
former — in  the  form  of  ingots  or  bars,  will  do  the  same. 
In  this  form  it  is  generally  known  as  bullion,  and  some 
economists  call  it  money-material,  because  it  can  easily  be 
melted  and  coined  into  whatever  currency  is  required. 

This  gold,  whether  in  coin  or  bullion,  is,  in  interna- 
tional just  as  in  local  trade,  a  universally  desirable  com- 
modity, and  whenever  it  i^  necessary  to  pay  off  interna- 
tional balances,  they  are  liable  to  be  paid  off-  in  bullion, 
just  as  the  balances  between  the  debtor  and  the  creditor 
banks  at  the  clearing-house  are  paid  in  money.  Standard 
gold  coin  or  bullion  is  what  we  may  call  international 
money. 

Foreign  Exchange. 

We  do  not,  however,  desire  to  send  gold  coin  or  bullion 
across  the  sea  unless  it  is  absolutelv  necessary.   There  are 
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several  expenses  in  so  doing:  first,  the  freight  charge; 
second,  the  insurance,  or  charge  for  risk ;  third,  the  interest 
on  the  money  for  the  time  it  is  in  transit ;  fourth,  the  loss 
by  abrasion  ;  fifth,  the  expenses  of  packing  and  unpacking, 
cartage,  etc.  Just  as  banks  find  it  cheaper  to  have  clearing- 
houses than  to  discharge  all  their  debts  to  each  other  in 
coin,  so  New  York  people,  let  us  say,  who  have  debts  to 
pay  in  England,  prefer  to  send  a  slip  of  paper — a  bill  of 
exchange — across  the  sea,  rather  than  be  compelled  to  ship 
coin. 

Thus  if  A.,  of  New  York,  has  sold  $.500  worth  of  goods 
to  B.,  of  Liverpool,  A.  has  a  right  to  expect  from  B.  a  re- 
mittance of  money  to  the  amount  of  $500,  or  the  honoring 
of  a  Bill  of  Exchange  for  $500.  To  explain  the  last-men- 
tioned plan  of  his  getting  paid  for  his  goods,  we  will 
understand  that  while  A.  is  in  the  position  of  having 
money  coming  to  him  from  Liverpool,  there  are  in  New 
York  other  men  who  are  in  exactly  the  opposite  position. 
That  is,  they  owe  money  in  Liverpool.  The  Bill  of  Ex- 
c'hange  would  simply  represent  an  order  of  A.  on  his 
customer  in  Liverpool,  directing  him  to  pay  the  amount 
to  someone  in  Liverpool.  Now,  this  someone  in  Liverpool 
may  easily  be  a  person  to  whom  the  other  New  Yorker  is 
indebted.  A.  can,  therefore,  realize  on  his  sale  to  B.  by 
selling  to  this  other  New  Yorker  this  Bill  of  Exchange  on 
B.,  and  thus  the  debts  are  cancelled  by  the  payment  of 
money  in  Liverpool  instead  of  having  the  money  come 
from  Liverpool  to  New  York  and  go  back  from  New  York 
to  Liverpool. 

Billn  of  exchange  are  defined  in  Pratt's  ''Work  of  Wall 
Street"  as  "written  orders  drawn  by  one  person  on  an- 
other who  owes  him  money,  generallj^  for  merchandise 
purchased  from  him,  directing  him  to  pay  a  specified  sum 
at  a  specified  time  to  a  specified  person.  Bills  of  exchange 
are  negotiable,  being  transferable  hy  indorsement  the 
same  as  drafts  and  cheques."  They  become  articles  of 
merchandise  like  the  products  whose  sale  produced  them, 
and  are  thus  'bought   and   sold  like  wheat  or  cotton   or 
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stock.  Exporters  have  bills  of  exchange  on  their  foreign 
debtors  for  sale ;  importers  buy  bills  of  exchange  in  order 
to  be  able  to  pay  their  debts  to  their  foreign  creditors. 

There  is,  therefore,  in  a  city  like  New  York  a  regular 
market  in  bills  of  exchange.  If  importations  and  exporta- 
tions  are  about  equal,  as  well  as  the  other  items  of  the 
international  balance,  then  the  rate  of  exchange  will  be 
about  par — a  bill  will  be  bought  or  sold  at  about  $4.86  2-3 
per  £1 — the  value,  measured  in  American  money,  of  the 
gold  in  the  sovereign.  If,  however,  importers  are  buying 
more  freely  than  exporters  are  selling,  there  will  be  fewer 
bills  of  exchange  on  London  for  sale,  and  they  will  com- 
mand a  high  price  because  importers  will  be  struggling  to 
secure  these  in  order  to  meet  their  London  obligations. 
They  will  accordingly  offer  more  than  $4.86  2-3  per  £1  for 
a  bill  of  exchange ;  they  will  offer  up  to  the  point  at  which 
they  may  as  well  send  the  gold  across  to  Europe.  They 
will  be  ready  to  pay  up  as  high  as  $4.8875,  since  the  total 
cost  of  sending  bullion  across  the  ocean  is  about  two 
cents  per  £  sterling. 

At  other  times  exporters  are  selling  goods  in  England 
more  freely  than  importers  are  buying.  As  a  result,  there 
are  more  'bills  of  exchange  on  London  for  sale  than  the 
purchasers  want.  The  exporters,  however,  prefer  to  get 
even  $4.85  per  £1  for  these  bills  rather  than  to  get  the 
gold  due  them  in  London,  and  have  to  bring  it  back  at  their 
own  expense.  If  they  have  to  do  so,  they  are  just  a  trifle 
worse  off  than  if  they  had  accepted  $4.85  for  their  bills, 
since  the  amount  due  in  London  is  calculated  in  £'s — 
$4.86  2-3  to  the  £1 — and  they  have  to  pay  about  two  cents 
per  £1  for  bringing  their  gold  across  the  water. 

The  Equation  of  Indebtedness. 

The  rate  of  exchange  is  decided  not  merely  by  the 
imports  and  exports,  but  by  what  may  be  called  the  equa- 
tion of  indebtedness,  the  whole  financial  relationship  of 
one  nation  with  another.  Some  of  our  modern  Protec- 
tionists have  thought  that  the  balance  of  trade  was  favor- 
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able  or  unfavorable,  according:  as  the  exports  exceeded 
or  fell  short  of  the  imports.  But  in  this  they  have  ignored 
the  enormous  mass  of  other  financial  transactions.  For 
instance,  a  storekeeper's  books  may  show  an  enormous 
credit  balance  if  he  has  lent  money  during  the  year,  or  a 
large  debtor  balance  if  he  has  borrowed  it.  But  this  gives 
no  adequate  information  about  his  financial  standing.  So 
it  4s  with  nations. 

The  Case  of  England. 

We  are  told  that  the  imports  of  the  United  Kingdom 
during  the  past  few  years  have  been  from  150  to  200 
millions  sterling  more  than  its  exports.  Does  this  neces- 
sarily mean  that  England  is  running  into  debt;  that  she 
is  spending  more  than  her  income?  By  no  means.  She 
receives  annually  over  £100,000,000  as  interest  on  her  for- 
eign investments,  and  about  £70,000,000  as  freight  charges 
on  foreign  goods  carried  in  British  ships.  These  balance 
up  her  accounts,  and  we  see  that  Great  Britain  is  not  going 
behind  after  all. 

The  Case  of  the  United  States. 

On  the  other  hand,  the  exports  of  the  United  States  are 
something  like  $500,000,000  greater  than  their  imports. 
Does  this  necessarily  mean  that  the  United  States  is  be- 
coming a  great  creditor  country?  Not  at  all.  We  must 
consider  (1)  that  she  pays  England  an  enormous  sum  in 
freight  charges  for  the  carriage  of  her  bulky  products 
across  the  sea.  (2)  The  United  States  is  still  a  debtor 
country,  and  a  large  part  of  her  surplus  exports  go  to  pay 
the  interest  on  her  debts.  (3)  The  lavish  expenditure  of 
the  many  Americans  who  travel  in  Europe  every  summer 
and  the  remittances  which  they  receive  from  home,  absorb 
a  very  considerable  part  of  the  surplus  exports.  (4)  The 
remittances  made  to  countries  like  Italy  and  Ireland  by 
Italians  and  Irish  who  have  settled  in  the  United  States, 
are  quite  an  appreciable  factor  when  we  come  to  draw  up 
the  national  balance  sheet. 
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Then,  too,  when  a  country  is  actually  borrowing  from 
another,  as  we  borrow  from  England,  the  amount  of  the 
loan  will  figure  among  our  imports,  while  its  interest  and 
the  repayment  of  the  principal  when  that  falls  due,  will 
be  included  among  our  exports.* 

It  is,  then,  impossible  to  decide  merely  from  looking  at 
the  amount  of  the  imports  and  the  exports  of  a  country 
that  it  is  prosperous  or  the  reverse.  A  country  may  have  a 
large  excess  of  imports  over  exports,  and  be  very  pros- 
perous, or  a  country  may  have  a  large  excess  of  exports 
over  imports  and  be  very  prosperous.  A  country,  however, 
which  has  a  balance  of  indebtedness  against  it,  will  have 
sometime  or  other  to  settle  up  by  surplus  of  exports,  un- 
less its  imports  are  in  payment  of  the  principal  or  interest 
of  some  debt  already  due  to  it. 

The  Case  of  Canada. 

Now  to  glance  for  a  moment  at  our  own  position,  we 
notice  that  our  imports  average  quite  $150,000,000  or 
$200,000,000  a  year  greater  than  our  exports.  Canada  is 
not,  like  Great  Britain,  a  creditor  country ;  on  the  contrary 
it  is  a  debtor  nation.  It  has  no  interest  coming  in  from 
other  countries,  but  rather  pays  to  them  interest  on  loans. 
How,  then,  are  other  countries  repaid  for  this  enormous  ex- 
cess in  imports  ?  The  truth  is  that  they  are  not  paid  at  all 
at  the  present  time.  They  consent  to  wait  for  their  money, 
receiving  interest  on  it  for  the  period  of  waiting.  Our 
promises  to  pay  are  our  securities,  whether  government, 
municipal  or  corporation.  The  securities  we  issue  in  Lon- 
don markets  represent  future  exports  of  commodities. 

To  put  the  statement  in  another  way,  we  may  say  that^ 
"a  country  can  create  an  immaterial  export  by  means  of  i 
its  securities,  the  value  of  which  it  has  at  a  future  date  to 

*The  ratio  of  foreign  exchange  is,  of  course,  affected  by  all 
tiiese  other  items  of  the  international  balance,  just  as  much  as  by 
tlie  balance  of  trade. 
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meet  by  sending  out  an  actual  export  of  equal  value — 
interest,  of  course,  being  met  by  exports  in  the  meantime. ' ' 

Class  Interests  in  Different  Nations. 

The  influence  of  foreign  trade  on  the  fortunes  of  differ- 
ent classes  in  the  nations  of  the  world  is  worthy  of  our 
serious  consideration. 

It  is  evident  that  imported  commodities  are  obtained  at 
a  cheaper  rate  by  means  of  foreign  trade,  and  thus  the 
consumers  of  such  commodities  are  benefited.  The  imports 
of  food,  especially  as  in  the  case  of  England,  have  sup- 
plied the  labourers  with  cheap  food.  By  thus  increasing 
the  supply  of  food  stuffs,  they  have  lowered  the  price  of 
home-grown  food,  and  as  a  result  the  rent  of  land  has 
declined.  Consequently  owners  of  land  in  all  old  and 
long-settled  countries  have  advocated  protection,  as  the 
general  tendency  of  freedom  in  foreign  trade  in  such  coun- 
tries is  to  lower  the  value  of  land.  On  the  other  hand,  in 
new  countries,  landowners  are  generally  inclined  toward 
freedom  of  exchange,  as  in  Canada  and  the  United  States, 
because,  on  the  whole,  tariffs  are  moulded  in  the  interest  of 
the  manufacturers.  The  prices  of  what  the  farmers  of  a 
new  country  have  to  sell  are  fixed  on  purely  economic 
grounds  by  the  world-markets  of  Liverpool  and  London, 
while  the  prices  of  what  they  have  to  buy  are  artificially 
increased  by  the  protection  accorded  to  the  manufacturers. 

With  regard  to  manufactures  the  case  is  somewhat 
different.  Here  the  principal  argument  for  freedom  of 
foreign  trade  is  that  under  such  conditions  capital  would 
be  invested  only  in  the  industries  for  which  the  country 
was  most  fitted,  and  would  thus  earn  a  higher  natural 
return  without  taking  its  artificial  dividends  out  of  the 
pockets  of  the  consumers  as  it  does  now  in  protected 
countries. 

General  Rule  of  Free  Trade. 

So,  then,  from  what  has  been  said  one  deduces  a  prac- 
tical  rule   of   ''free   trade"   from   the   strictly   economic 
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reasoning.  This  means  the  removal  of  all  artificial  re- 
strictions on  or  encouragements  to  any  particular  indus- 
try; the  levying  of  duties  for  revenue  only;  the  levying 
of  internal  or  excise  duties  on  home-produced  commodities 
whenever  those  commodities  when  imported  are  subject  to 
customs  duties;  the  abandonment  of  any  effort  to  force 
commerce  into  any  other  than  its  natural  channels. 

The  Different  Schools  of  Free  Traders. 

Some  Free  Traders  of  the  older  school,  like  Bastiat, 
objected  to  State  interference  with  any  exchange,  on  the 
ground  that  every  man  had  a  right  to  exchange  his  pro- 
ducts as  he  pleased.  Protection  was  to  such  men  only  a 
new  kind  of  theft ;  and  consequently  smuggling  was,  ac- 
cording to  them,  a  species  of  resistance  to  tyranny.  This, 
however,  is  an  extreme  position. 

Other  more  practical  men  justify  their  support  of  free- 
dom of  exchange  by  appeals  to  specific  experience.  The 
Anti-Corn-Law  lecturers  dwelt  on  the  actual  distress  of 
the  English  people  and  particularly  on  the  miserable  con- 
dition of  the  agricultural  labourers.  Only  the  specific  evils 
of  protective  tariffs  were  considered,  and  indeed  it  was  the 
failure  of  the  harvest  of  1845  which  finally  decided  Peel 
to  abolish  the  Corn  Laws.  There  can  be  no  doubt  that  this 
reasoning  is  most  effective  in  actual  political  life,  but  one 
must  remember  that  it  is  impossible  to  apply  this  experi- 
mental method  strictly  to  social  phenomena,  because  when 
the  free  trader  points  to  certain  losses  as  due  to  protec- 
tion, the  protectionist  will  reply  that  they  are  due  to  some- 
thing else,  and  neither  one  can  establish  his  case  with  any 
certainty.    Hence  the  theoretical  argument  is  necessary. 

Some  modern  free  traders  are  content  to  say  that  free 
trade  is  the  outcome  of  social  development,  that  the  most 
highly  organized  country  is  the  free  trade  country.  They 
admit  that  protection  has  been  and  may  be  now  necessary 
as  a  temporary  expedient  in  backward  and  undeveloped 
countries.  For  an  advanced  system  of  industry,  however, 
free  exchange  is  beneficial  and  should  be  the  ultimate 
object  to  be  attained. 
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Economic  Argument  for  Free  Trade. 

The  general  line  of  theoretical  reasoning  in  defence  of 
free  trade  is  simply  this :  in  every  particular  international 
exchange  there  is  necessarily  a  gain  to  each  party  con- 
cerned ;  therefore  in  the  sum  total  of  international  ex- 
changes there  must  be  an  enormous  gain  to  each  party  con- 
cerned. Protective  duties  as  diminishing  or  hindering  this 
gain  are  necessarily  injurious,  as  all  impediments  to 
transfer  reduce  the  gain  from  exchange.  The  loss  which 
results  from  protective  duties  exactly  resembles  that  from 
difficulty  of  transport,  and  brings  back  no  compensating 
advantage.  So,  they  say,  protection  is  foolishness.  They 
point  out  that  strenuous  efforts  are  made  to  remove 
natural  obstacles  to  exchange,  and  then  people  imme- 
diately set  to  work  to  establish  artificial  obstacles  in  order 
to  ''protect"  national  industry.  So  we  are  told  that  after 
the  St.  Gothard  tunnel  had  been  built  through  the  Alps, 
the  people  of  South  Germany  petitioned  the  Government 
to  lay  higher  taxes  on  Italian  products  so  as  to  offset  the 
cheap  freight  rates  which  the  tunnel  had  made  possible. 
Indeed  it  is  quite  clear  that  the  cheapening  of  transport  in 
late  years  has  had  a  great  deal  of  influence  in  producing 
the  protectionist  tendencies  of  the  day. 

Economic  Argument  Against  Protection. 

In  conclusion,  one  must  point  out  in  detail  the  evil 
results  of  protection,  from  the  free  traders'  point  of  view. 

The  wealth  of  each  of  the  communities  prevented  from 
trading  freely  with  each  other  is  reduced,  or  at  least  is 
rendered  smaller  than  it  might  have  been,  as  a  consequence 
of  the  restrictions  placed  upon  trade.  These  restrictions 
are  imposed  for  the  benefit  of  the  producer,  and  they 
usually  increase  the  price  to  the  consumer  by  approxi- 
mately the  amount  of  the  duty.  Some  American  protec- 
tionists contend  that  there  is  no  increase  in  price,  but  any 
price-list  proves  the  contrary.  And  even  if  what  they 
claim  were  true,  it  would  only  show  that  as  American 
manufacturers   could   produce   as   cheaply   as   European, 
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protective  duties  were  not  needed.  Besides  increasing  the 
cost  to  the  consumer,  protection  leads  to  an  artificial  and 
less  economic  distribution  of  the  productive  forces  of  the 
nation.  It  is  beyond  question  that  a  great  saving  of  pro- 
ductive power  would  accrue  to  the  world  at  large  by  the 
concentration  of  manufacturing  industries  at  those  places 
which  are  favoured  by  technical  and  economic  conditions. 

The  Case  For  Protection. 

In  a  purely  agricultural  nation,  according  to  List,  the 
great  German  economist,  a  part  of  its  productive  strength 
lies  unused.  This  is  due  to  the  fact  that  many  of  the  peo- 
ple have  no  aptitude  for  agriculture,  but  have  to  turn  to 
it  or  leave  the  country.  Therefore,  such  a  nation  must 
attempt  to  develop  its  own  manufactures,  first  for  its  home 
market  and  then  for  export.  This  will  lead  to  the  forma- 
tion of  a  considerable  mercantile  marine  for  the  purpose  of 
handling  these  goods,  and  the  acquisition  of  colonies  as 
markets  for  them.  So  a  many-sided  culture  is  built  up  and 
the  nation  becomes  self-sufficient. 

Trade,  he  says,  is  war.  For  a  commercially  undeveloped 
nation  like  the  Germany  of  his  time  to  wage  this  war 
with  a  highly  developed  nation  like  the  England  of  his 
time,  was  like  a  boy  challenging  a  grown  man  to  fight.* 

The  economically  inferior  nation  must  first  strengthen  its 
energies  by  protection  and  the  upbuilding  of  its  industries, 
before  it  can  compete  on  equal  terms  with  the  economically 
superior.  List,  however,  favoured  free  trade  between  peo- 
ple of  the  same  language  and  blood.  To  his  doctrines  was 
due,  in  some  degree,  the  foundation  of  the  Zollverein  or 
Customs  Union  of  Germany,  which  has  led  to  the  estab- 
lishment of  the  German  Empire.  The  Zollverein  is  im- 
portant to  us,  inasmuch  as  it  is  regarded  by  English  Tariff 
Reformers  as  the  model  on  which  a  united  British  Empire 

*List's  great  book,  The  National  System  of  Political  Economy, 
appeared  in  1841,  when  England  enjoyed  an  almost  undisputed 
predominance  in  industry.  The  student  would  do  well  to  refer  to 
an  encyclopaedia  for  an  account  of  this  remarkable  man. 
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may  be  built  up  by  inter-imperial  free  trade,  combined 
with  protection  against  the  outside  world. 

Results  of  Protection  in  Canada. 

Taking  our  own  experience  of  a  Zollverein  in  Canada, 
there  is  no  doubt  that  protection  has  resulted  in  drawing 
our  provinces  closer  together,  and  in  keeping  among  us 
many  who  would  otherwise  have  gone  to  the  large  cities 
of  the  United  States.  But  it  is  highly  probable  that  our 
agricultural  population  would  have  been  larger  if  agri- 
cultural machinery  and  supplies  were  allowed  to  come  in 
from  the  United  States  duty  free,  and  if  our  farmers  had 
free  access  to  the  American  market. 

The  idea  of  a  Zollverein  is  at  first  sight  very  attractive, 
and  the  institution  seems  in  some  cases  to  have  justified 
itself.  But  it  has  serious  drawbacks.  It  implies  the  exist- 
ence in  a  country  of  a  government  that  is  wise  enough  to 
know  just  what  industries  need  development  and  cour- 
ageous enough  to  refuse  protection  to  those  who  do  not 
need  it.  Hence,  while  the  protective  system  works  well 
in  Germany,  where  there  is  a  strong,  non-partisan  govern- 
ment, it  does  not  work  nearly  so  well  in  a  democratic 
country  like  the  United  States  or  Canada,  where  the  tariff 
is  framed  rather  in  accordance  with  the  relative  strength 
of  various  conflicting  interests,  than  with  a  view  to  the 
broad  lines  of  national  development.  "All  the  difficulties 
of  representative  institutions,"  says  Mr.  Bastable,  "are 
increased  by  the  adoption  of  protection,  which  diverts 
attention  from  the  main  issue  of  good  government  to  the 
impossible  task  of  pleasing  the  conflicting  interests  which 
seek  encouragement  and  support." 

In  Bolles'  "Financial  History  of  the  United  States"  the 
following  passage  occurs:  "The  history  of  tariff-making 
has  not  been  particularly  honourable,  in  all  its  details,  to 
any  party  or  interest,  and  has  too  often  become  a  personal 
fight  by  manufacturers  against  the  public  and  each  other. 
The  manufacturers  of  woollen  goods  want  free  wool  and 
dye-stuffs,  while  those  who  produce  these  articles  demand 


ECONOMICS  19 

protection.  The  manufacturers  of  ironware  desire  that 
ore  should  be  brought  in  free,  while  the  ore  producers 
desire  a  protective  tariff."  So  our  tariffs,  as  they  exist 
to-day,  are  not  ideal  tariffs  wisely  aiming  at  developing  a 
many-sided  civilization  in  our  country,  but  are  largely  the 
resultant  of  the  conflict  of  organized  groups  of  individuals, 
each  bent  upon  his  own  ends.  There  is  only  too  much 
reason  to  fear  that  many  of  those  who  shout  for  Preferen- 
tial Trade,  both  here  and  in  Great  Britain,  do  so  only  in 
the  hope  of  serving  their  own  individual  and  class  in- 
terests, rather  than  those  of  Canada,  Great  Britain  and 
the  Empire  at  large. 

The  Alleged  Ultimate  Economic  Gain. 

List  admits,  as  he  must,  an  immediate  economic  loss 
resulting  from  protection,  but  asserts  that  if  protection  is 
wisely  applied  the  ultimate  economic  gain  much  more  than 
counterbalances  the  (immediate  economic  loss.  We  might 
compare  his  argument  to  the  following:  If  a  family  com- 
pelled its  children  to  get  out  and  work  at  the  minimum 
legal  age  of  fourteen,  there  would  be  an  immediate  econo- 
mic gain  in  the  wages  earned  by  those  children.  But  there 
is  no  certainty  that  in  the  long  run  the  economic  position 
of  the  family  would  not  be  improved  if  it  allowed  the 
children  to  remain  at  school,  develop  their  energies  and 
train  themselves  for  a  higher  class  of  work.  In  the  same 
way  there  is  no  certainty  that  the  ultimate  economic  posi- 
tion of  the  State  as  a  whole  will  not  be  better  if  it  de- 
velops all  its  energies  under  a  wise  protective  system,  than 
if  it  seizes  the  more  obvious  and  immediate  advantages  of 
the  free  trade  system. 

Ultimate  Economic  Gain  From  Protection  Uncertain. 

On  the  whole,  if  we  look  at  the  question  of  protection 
and  free  trade  from  the  purely  economic  point  of  view,  it 
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seems  that  the  free  trader  has  the  advantage  on  his  side.* 
There  is  no  doubt  that  interference  with  trade  means  a 
certain  inevitable  economic  loss,  while  the  economic  gain  is 
always  more  or  less  uncertain,  speculative  and  proble- 
matical. Theoretical  cases  may  easily  be  taken,  which  will 
show  a  balance  of  net  gain  from  im)tection,  but  it  is  an 
immensely  difficult  undertaking  for  Bie  careful  scientist  to 
show  that  a  certain  duty  imposed  to  aid  home  manufac- 
turers and  continued — as  it  must  b4  if  it  is  to  have  any 
considerable  effect — over  a  period  of  years,  perhaps  a 
generation,  has  resulted  or  is  likely  to  result  in  a  net  gain 
to  the  community.  There  are  too  many  varying  factors 
to  be  taken  into  account.  Perhaps  the  best  economic  argu- 
ment for  protection  in  Canada  is  the  fact  that  protection 
has  enabled  us  to  secure  capital  from  abroad  for  the 
development  of  our  industries  which  could  not  have  been 
secured  under  free  trade.  Thus  our  industries  may  have 
got  into  operation  at  an  earlier  period  of  our  history  than 
would  have  been  the  case  under  a  free  trade  policy,  and 
may  have  retained  in  the  country  many  people  with  a  taste 
for  manufacturing  who  would  otherwise  have  gone  to  the 
United  States. 

The  Political  Argument  For  Protection. 

While  this  is  the  case,  there  is  another  and  a  stronger 
side  to  the  argument — the  political  side :  if  a  man  came  to 
me  and  said,  '^I  don't  admit  that  protection  involves  an 
ultimate  economic  loss,  but  even  if  it  did  I  should  still  vote 

*Free  trade  is,  for  all  practical  purposes,  synonymous  with  a 
purely  revenue  tariff.  Such  a  tariff  either  imposes  duties  on  goods 
which  are  not  produced  within  the  country,  and  so  confers  no 
special  favors  upon  home  manufacturers,  or,  as  in  the  case^  of  our 
tobacco  and  liquor  duties,  it  imposes  the  same  rate  of  tax  upon 
the  home-produced  as  upon  the  imported  commodity.  Thus  the 
home-producer  gets  no  protection — no  special  favor  as  compared 
with  the  foreign  producer.  Practically  all  the  so-called  free-trade 
countries  raise  money  by  revenue  tariffs,  and  the  Dominion  of 
Canada  would  in  all  probability  have  to  do  likewise  on  account  of 
oor  tacit  agreement  that  the  product  of  direct  taxes  shall  go  to 
the  Provinces. 
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for  it,  because  it  is  a  great  uniting  force  in  the  country  and 
has  made  us  economically  independent  of  the  United 
States,"  I  should  not  be  in  the  least  disposed  to  consider 
him  an  unintelligent,  prejudiced  person.  He  may  or  may 
not  be  read}^  to  admit  the  probability  of  ultimate  economic 
loss  from  protection,  but  whether  he  does  or  not  he  is 
perfectly  entitled  to  give  the  preference  to  political  as 
against  economic  considerations.  We  do  not  usually  call 
a  man  a  fool  for  choosing  an  occupation  for  himself  on 
other  than  merely  pecuniary  grounds,  and  we  certainly 
have  no  right  to  disparage  his  intelligence  if  he  casts  his 
vote  on  political  rather  than  on  economic  grounds.  There 
has  been  too  much  denunciation  of  protectionists  as  trans- 
gressors of  economic  laws.  If  they  are,  then  every  man 
who  accepts  a  less  highly  paid  in  preference  to  a  more 
highly  paid  position  is  a  transgressor  of  economic  laws. 
Economic  "laws"  should  rather  be  called  ''rules"  for  our 
guidance  in  deciding  on  economic  questions;  they  are  not 
moral  mandates.  Some  of  the  older  economists  and  some 
of  our  modern  publicists  who  have  read  only  the  older 
economists,  are  disposed  to  argue  as  if  these  economic  laws 
were  immutable  and  their  observance  as  obligatory  upon 
us  as  that  of  the  Ten  Commandments.  This  is  simply 
ridiculous.  A  man  has  a  perfect  right  to  say  that  the 
political  dangers  of  a  certain  course  of  action  are,  in  his 
opinion,  greater  than  the  possible  economic  advantages, 
and  to  vote  accordingly.  Of  course,  he  may  or  may  not  be 
right  in  his  contention. 

The  Ethical  Arg^ument  Against  Pratection. 

The  ethical  argument  that  it  is  wrong  for  the  state  in- 
directly by  means  of  a  protective  tariff  to  take  one  man's 
property  and  give  it  to  another,  is  very  difficult  to  meet, 
if  one  is  arguing  with  extreme  individualists  of  the  school 
of  John  Bright,  in  whose  opinion  the  State  existed  merely 
to  do  police  duty  for  the  citizens,  ensuring  the  safety  of 
their  lives  and  property  and  securing  for  them  freedom  to 
pursue  their  occupations  as  they  will.     The  expenses  of 
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the  State  are  to  be  met,  according  to  this  school,  by  cer- 
tain charges  levied  upon  the  citizens  in  proportion  to  the 
incomes  or  the  capital  which  they  enjoy  under  the  protec- 
tion of  the  State,  and  the  State  has  no  right  to  take  from 
any  citizen  a  greater  amount  in  proportion  to  his  income 
or  capital  than  it  takes  from  any  other  citizen.  If  we 
adopt  this  view  of  the  State,  then  protection  is  unethical ; 
but  so  are  succession  duties  and  all  other  taxation  gradu- 
ated so  as  to  fall  proportionately  more  heavily  on  the  rich 
than  on  the  poor.  The  liberal  free  traders  of  England  with 
their  great  programme  of  social  reform,  are  as  unmoral 
as  the  Conservative  Tariff  Reformers,  since  both  policies 
involve  taking  the  property  of  one  class  to  give  it  to 
another. 

Summary. 

The  fact  is  that  practically  no  one  to-day  consistently 
clings  to  this  antiquated  point  of  view,  though  many  peo- 
ple accept  it  on  occasion.  Our  economic  and  sociological 
studies,  not  to  mention  our  religion,  tell  us  that  we  are  all 
"members  one  of  another,"  that  an  unhealthy  condition  in 
one  part  of  society  is  an  injury  to  all,  and  that  the  State 
is  justified  in  placing  special  burdens  on  certain  sections  of 
the  population  if  the  result  contributes  to  the  general  wel- 
fare economic,  social,  or  political  of  the  whole  society.  By 
that  criterion — the  greates^t  good  of  the  greatest  number — 
protection,  as  well  as  the  whole  social  legislation  of  the 
modern  State,  must  stand  or  fall. 
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EXAMINATION    QUESTIONS 

ECONOMICS. 

LESSON  X. 

1.  What  is  the  economic  definition  of  a  "nation?"  What 
are  the  causes  of  the  immobility  of  capital  and  labour 
as  Ibetween  nations? 

2.  Prove  that  there  is  an  economic  gain  to  two  nations 
when  each  devotes  itself  to  those  branches  of  produc- 
tion in  which  it  is  most  efficient,  and  barters  its  sur- 
plus products  for  those  of  the  other. 

3.  Show  that  this  economic  gain  exists  even  when  one 
nation  is  superior  to  the  other  in  all  kinds  of  products. 

4.  What  are  the  chief  economic  advantages  resulting  to 

the  trading  nations  from  international  trade,  and  how 
are  these  advantages  likely  to  be  distributed  between 
the  nations  concerned? 

5.  How  are  balances  settled  in  international  trade? 
What  are  Bills  of  Exchange,  and  how  is  the  rate  of 
exchange  determined? 

6.  What  do  we  mean  by  the  "equation  of  indebtedness?" 
Explain  the  great  excess  of  imports  in  the  case  of 
England,  of  exports  in  the  case  of  the  United  States, 
of  imports  in  the  case  of  Canada. 

7.  Explain  the  agitation  for  free  trade  among  our  West- 
ern farmers  and  compare  their  position  with  that  of 
farmers  in  England. 
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8.  What  are  the  main  arguments  of  the  various  schools 
of  Free  Traders!  What  is  the  general  economic  argu- 
ment for  Free  Trade  versus  Protection! 

9.  What  are  List's  arguments  in  favour  of  protection  for 
undeveloped  countries!  What  is  the  Zollverein,  and 
why  is  an  Imperial  Zollverein  advocated  by  persons 
who  desire  a  "United  Empire"! 

10.  Is  there  an  economic  case  for  Protection !  Which  is 
the  stronger — the  economic  or  the  political  case  for 
Protection ! 

11.  "The  free  trader  is  a  cosmopolitan  in  his  sympathies; 
the  protectionist  is  a  nationalist."    Discuss. 
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ECONOMICS 

LESSON  XI. 

Distribution — Rent. 

IN  the  previous  lessons  we  have  dealt  with  produc- 
tion and  exchange.  Now  we  come  to  deal  with 
a  third  great  division  of  economics,  which  is 
even  more  technical  and  open  to  controversy 
in  its  character  than  those  which  we  have  al- 
ready treated.  This  third  division  is  called 
distribution. 
Distribution,  in  its  economic  sense,  means  the  division 
of  all  produced  wealth  among  those  who  have  directly  or 
indirectly  contributed  to  that  production.  The  economic 
term  has  nothing  whatever  to  do  with  the  popular  sense  of 
the  word.  One  may  say,  in  popular  language,  that  a  rail- 
road is  a  distributor  of  commodities,  but  in  the  economic 
sense,  such  distribution  of  commodities  is  only  a  particular 
type  of  production — the  creation  of  place-utilities.  In  the 
same  way  we  might  speak  of  the  proprietor  of  a  great  store 
as  a  distributor  of  commodities;  in  economic  language, 
however,  he  is  a  producer  of  possession-utilities. 

If  one  considers  the  process  of  production  and  the  per- 
sons who  are  directly  or  indirectly  concerned  in  it,  one 
will  find  that  there  are  four  distinct  functions  concerned  in 
almost  any  act  of  production ;  these  functions  are  usually 
performed  by  four  different  persons,  though  in  certain 
cases  two  or  more  of  them  may  be  discharged  by  a  single 
person.  The  product,  may,  therefore,  be  divided  into 
four  parts. 

Rent. 
1.  Any  act  of  production  must  go  on  somewhere — on 
some  piece  of  land  or  other.  Now  in  our  civilization  al- 
most all  land  (at  least  in  settled  communities  where  pro- 
duction is  going  on  and  where  a  la'bour  force  exists)  is 
private  property  which  no  one  can  use  for  productive  pur- 
poses without  permission  from  the  owner.     The  owner  of 
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land,  then,  which  is  from  its  situation  or  its  fertility 
specially  suitable  for  manufacturing  purposes  or  for  agri- 
culture, is  able  to  secure  from  the  person  who  desires  to 
carry  on  production,  but  does  not  possess  the  land  suitable 
for  such  production,  a  part  of  the  product  in  return  for 
allowing  him  to  use  that  land.  This  part  of  the  product 
paid  to  the  owner  of  land  for  the  use  of  that  land  is 
known  as  rent. 

Interest. 

2.  Then,  too,  the  man  who  wishes  to  begin  the  manufac- 
ture of  a  certain  commodity  has,  besides  paying  rent,  to 
erect  buildings  and  purchase  machinery  and  raw  material 
before  he  can  begin  to  produce.  If  he  has  no  money  of 
his  own,  he  may,  if  this  credit  is  good,  procure  money  from 
those  who  have  it,  on  his  promise  to  pay  them  back  their 
money  with  an  additional  payment  which  we  call  interest. 
This  additional  payment  must,  of  course,  nominally  come 
out  of  the  sale  of  the  finished  product,  or  at  least  be  ad- 
vanced out  of  the  prospective  sales  to  be  recouped  when 
they  are  realized. 

Wages. 

3.  The  prospective  manufacturer  must  have  people  to 
work  for  him,  and  as  they  will  not  do  so  for  nothing  he 
will  have  to  give  them  a  share  in  the  product  of  labour — a 
share  known  as  wages.  He  will  usually  begin  paying  them 
wages  before  the  product  is  actually  disposed  of,  but  he 
will  charge  up  these  wages  against  the  product. 

Profits. 

4.  Lastly  the  manufacturer  will  expect  to  have  after 
rent  and  interest  and  wages  are  paid,  something  left  over 
for  ^himself — ^which  he  may  consider  as  his  profits. 

But  it  is  not  only  the  manufacturer  who  makes  profits. 
It  is  any  man  owning  and  managing  a  business  of  his  own. 
The  farmer,  whether  he  be  tenant  or  landlord,  whether 
his  farm  be  mortgaged  or  not,  is  running  a  business  of  his 
own,  and  so  is  the  merchant.  In  general  we  call  a  man 
who  is  running  a  business  of  his  own  the  entrepreneur — 
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a  word  adopted  from  the  French.  Some  economists  have 
Anglicised  the  word  into  undertaker  or  enterpriser,  and 
we  often  call  a  large  entrepreneur  who  employs  many 
wage-  earners  on  his  farm  or  in  his  store  or  factory,  a  cap- 
tain of  industry.  Such  a  man,  if  noted  for  business  ability 
and  integrity,  may  run  an  enormous  business  with  little  or 
no  wealth  of  his  own.* 

Combination  of  Functions. 

Of  course,  a  man  may  combine  all  four  of  these  func- 
tions. Many  Canadian  farmers  do.  They  own  their  own 
land,  own  the  buildings,  stock  and  implements,  work  with 
their  hands  just  like  a  hired  man  on  a  farm  and  also  run 
their  business  as  entrepreneurs.  They  receive,  therefore, 
the  whole  product  of  their  labour,  including  rent,  interest, 
wages  and  profits.  This  is,  of  course,  received  as  a  whole. 
The  farmer  does  not  consciously  divide  it  into  these  com- 
ponent elements,  though  he  may  very  likely  (especially 
when  he  is  thinking  of  retiring)  calculate  what  the  farm 
would  rent  for  with  or  without  its  stock  and  implements — 
that  is,  with  or  without  its  working  capital.  Also,  his 
neighbor  may  employ  a  hired  man  who  may  be  just  as 
efficient  a  manual  worker  as  himself,  and  by  deducting 
this  man 's  wage  from  his  whole  income  he  maj^  be  able  to 
make  an  approximate  calculation  as  to  how  much  of  his 
total  income  is  to  be  assigned  to  each  of  the  four  functions 
which  he  discharges. 

In  the  same  way  as  we  have  imagined  the  farmer  divid- 
ing up  his  income,  it  is  possible  for  a  nation  such  as  Ger- 
many or  England  to  calculate  (very  approximately,  of 
course)  how  much  of  its  incomes — its  total  annual  product 
of  wealth — goes  in  rents  to  landowners,  how  much  in  in- 
terest to  capitalists,  how  much  in  wages  to  labourers,  and 

*Pierpont  Morgan,  the  head  of  the  so-called  Money  Trust,  in 
his  recent  evidence  before  the  Congressional  Committee,  said  that 
he  would  prefer  to  lend  a  million  dollars  to  a  man  with  character 
and  without  securities,  rather  than  to  a  man  with  securities  and 
without    character. 
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how  much  in  profits  to  entrepreneurs.    These  amounts  are 
ascertainable  with  some  degree  of  accuracy. 

Shares  Not  Immutably  Fixed  in  Amount. 

The  amounts  of  these  respective  shares  may  be  largely 
modified  by  any  independent  society,  and  have,  as  a  mat- 
ter of  fact,  been  very  greatly  modified  during  the  evolu- 
tion through  which  society  has  passed  since  the  time,  let 
us  sa}^,  of  the  Norman  Conquest.  And  it  is  not  to  be  sup- 
posed that  during  all  the  centuries  to  come  the  distribu- 
tion of  wealth  will  be  just  what  it  is  to-day. 

At  the  present  time  we  hear  very  often  that  the  actual 
manual  laborer  does  not  get  a  share  proportional  to  his 
merits  in  the  distribution  of  wealth,  and,  to  take  one  in- 
stance. Great  Britain  has  recently  passed  a  law  establish- 
ing what  is  called  a  minimum  wage  in  the  coal  mines — 
enacting,  that  is,  that  no  one  working  in  a  coal  mine  shall 
be  paid  less  than  a  certain  wage.  Whether  such  a  law  will 
lead  to  an  increase  in  the  amount  of  wages  going  to  the 
wage  earners  of  England  as  a  whole  is  a  very  debatable 
question,  but  the  intention  at  least  is  to  raise  the  wages  of 
the  laborer.  Another  way  in  which  this  same  end  may  be 
effected,  is  for  the  Government,  which  may  perhaps  be 
considered  as  a  silent  factor  in  production,  to  step  in  and 
take  in  taxes  a  portion  of  the  shares  of  the  other  three 
partners  in  production,  while  leaving  the  wage-earner  un- 
taxed, or  even  providing  him  with  various  utilities  out  of 
the  taxes  collected  from  others.  Thus  in  England  of  late 
years  old  age  pensions  have  be.en  provided  for  the  poor, 
mainly  at  the  expense  of  the  wealthier  classes. 

These  facts,  then,  that  the  laws  of  wealth  are  not  im- 
mutable, and  that  its  distribution  may  to  some  extent  be 
changed  by  human  progress  and  legal  enactment,  have 
led  to  bitter  controversies  between  those  who  claim  that 
our  present  system  of  the  distribution , of  wealth  treats  all 
classes  with  substantial  justice  and  does  not  require  modi- 
fication, and  those  who  assert  that  at  the  present  time  the 
wage-earner  in  particular  is  not  getting  a  fair  share  of  the 
wealth  that  he  produces,  while  the  other  sharers  in  that 


ECONOMICS  7 

wealth  are  getting  too  much.  In  dealing  with  this  ques- 
tion it  will  be  our  aim  simply  to  put  clearly  before  the 
student  the  leading  positions  of  both  sides. 

Many  of  these  controversies  are  connected  with  the 
economic  doctrine  of  rent,  the  first  charge  in  production, 
which  we  shall  now  discuss. 

Ricardo's  Theory  of  Rent. 

The  theory  of  rent  which  is  practically  universally  ac- 
cepted by  economists,  is  known  as  the  Ricardian  theory, 
from  the  name  of  David  Ricardo,  who,  althoug^h  he  was 
not  the  first  to  formulate  this  theory,  was  the  one  to 
develop  it  in  its  fullness  and  make  it  an  integral  part  of 
economic  science.  In  his  "Principles  of  Political  Economy 
and  Taxation,"  published  in  1817,  he  defines  rent  as  "that 
portion  of  the  produce  of  the  earth  which  is  paid  to  the 
landlord  for  the  use  of  the  original  and  indestructible 
powers  of  the  soil."  This  theory  really  involves  two 
subordinate  theories : 

(1)  An  historical  theory  as  to  the  origin  of  rent. 

(2)  An  analysis  and  definition  of  rent  as  it  is. 

No  Rent  At  First. 

Considering  rent  historically,  it  is  evident  that  on  the 
first  settljjig  of  a  country  or  district  where  land  exists  in 
abundance,  there  will  be  no  rent,  for  no  one  would  pay  for 
the  use  of  land  while  there  exists  plenty  of  land  of  equal 
quality  as  close  to  the  markets  where  produce  is  sold,  still 
unappropriated  and  at  the  disposal  of  whoever  ma.y  care  to 
cultivate  it.  Under  these  circumstances  the  cultivator 
would  no  more  pay  rent  than  does  the  man  who  catches 
fish  on  the  open  sea. 

But  land  is  variable  in  quality;  some  day  all  the  first 
quality  land  near  the  market  will  be  appropriated,  and 
those  who  come  to  the  district  later  will  have  either  to  take 
what  we  may  call  second  quality  land  near  the  market, 
or  first  quality  land  at  a  considerable  distance — a  distance 
which  necessitates  a  cost  of  transportation  sufficient  to 
make  it  a  "toss-up"  as  to  what  the  incoming  cultivator 
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will  do.     We  may  call  this  land  which  is  first  quality  by 
fertility,  second  quality  hy  situation. 

Emergence  of  Rent. 

In  these  circumstances  there  is  yet  a  third  course  which 
he  may  follow.  If  the  first  quality  land  produces  30  bush- 
els of  wheat  per  acre,  while  the  second  quality  land 
(either  by  fertility  or  situation)  gives  a  net  product  of 
only  25  bushels  (assuming  that  in  the  case  of  land  that  is 
second  class  by  situation  it  costs  him  the  price  of  5  bushels 
to  bring  30  to  market)  then  he  may  decide  on  renting  first 
quality  land  -near  the  market  at  a  rent  of  5  bushels  per 
acre — the  difference  in  net  product  between  first  and  sec- 
ond quality  land.  He  will  be  ready  to  do  so,  because  he 
can  do  as  well  for  himself  in  this  way  as  by  settling  on  the 
free  second  quality  land. 

By  and  by  the  second  quality  land  (whether  by  fertility 
or  situation)  will  be  all  taken  up,  and  now  the  newcomers 
or  the  superfluous  farmers'  sons  will  be  driven  to  take  up 
third  quality  land,  which  yields  only  20  bushels  to  the 
acre.  This  they  can  get  for  nothing.  As  soon  as  this  land 
begins  to  be  settled,  up  goes  the  rent  of  first  quality  land, 
since  some  of  the  prospective  farmers  will  be  willing  to 
pay  10  bushels  per  acre  rent  for  the  use  of  first  quality. 
They  will  also  be  ready  to  pay  5  bushels  per  acre  for  land 
of  second  quality,  since  either  of  these  courses  will  be  as 
profitable  as  to  settle  on  third  quality  land.  And  so,  too, 
they  may,  in  time,  resort  to  fourth  and  fifth  quality  land. 
When  fourth  quality  land  comes  under  cultivation,  then 
third  quality  land  begins  to  bear  a  rent.  In  any  case, 
every  quality  of  land  which  is  better  than  the  worst  under 
cultivation  will  bear  a  rent.  The  worst  quality  actually 
under  cultivation  at  any  particular  time  is  called  "no- 
rent"  land;  it  is  to  be  found  on  many  farms  along  with 
better  qualities,  so  that  its  existence  is  not  suspected. 

Effect  Upon  the  Consumer. 

What  is  the  result  upon  the  person  who  consumes  the 
products  of  the  land?    At  the  beginning,  when  only  first 
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quality  land  was  under  cultivation,  we  will  assume  that 
wheat  could  be  produced  at  a  cost  of  $30  per  acre ;  there- 
fore, the  price  of  wheat  where  land  is  free  and  is  bearing 
30  bushels  to  the  acre,  is  presumably  $1  per  bushel.  But 
when  second  quality  land  is  taken  into  cultivation,  it  costs 
$30  to  raise  25  bushels  to  an  acre.  Therefore  the  wheat 
must  sell  in  the  market  at  an  average  of  $1.20  if  such  cul- 
tivation is  to  go  on.  In  the  same  way,  when  third  quality 
land  producing  only  20  bushels  to  the  acre  is  taken  up,  the 
price  of  wheat  will  go  up  to  $1.50  per  bushel,  and  when 
fourth  quality  land  producing,  say  15  bushels  to  the  acre 
is  cultivated,  the  price  of  wheat  must  go  up  to  $2.00  per 
bushel.  Otherwise  the  cultivators  of  these  respective 
qualities  of  land  would  have  to  allow  them  to  go  out  of 
cultivation. 

High  Prices. 

This,  then,  is  a  serious  fact.  The  price  of  everything 
must  needs  go  up  as  the  country  gets  more  and  more 
crowded  and  worse  land  has  continually  to  be  brought 
under  cultivation.  Also,  a  larger  part  of  the  increased 
price  goes  to  the  landlord.  For  instance,  when  second 
quality  land  comes  into  cultivation,  the  price  of  wheat 
must,  as  we  have  seen,  go  to  $1.20  per  bushel,  and  the  rent 
of  5  bushels  is  equal  to  $6.00  per  acre.  When  third  quality 
land  comes  into  cultivation,  the  price  of  wheat  is  raised  to 
$1.50  per  bushel,  and  at  the  same  time  the  rent  on  first 
quality  land  rises  to  10  bushels  per  acre,  and  that  on  sec- 
ond quality  land  comes  to  'be  5  bushels.  Hence  the  rent 
on  first  quality  land  is  now  equal  to  $15.00  per  acre,  and 
that  on  second  quality  to  $7.50.  So  also,  when  fourth 
quality  land  comes  under  cultivation,  the  price  of  wheat 
must  go  to  $2.00  per  bushel  in  order  that  its  culture  may 
be  remunerative,  and  at  the  same  time  the  rent  goes  up  to 
15  bushels  or  $30.00  per  acre  on  first  quality  land,  to  10 
bushels  or  $20.00  per  acre  on  second  quality,  and  to  5  bush- 
els or  $10.00  on  third  quality  land. 

Altogether  this  is  a  very  gloomy  prospect  for  the  future 
of    humanity — continuously    increasing    prices    once    the 
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great  new  areas  are  taken  up,  the  landlords  drawing  an 
ever-increasing  tribute  from  those  who  actually  cultivate 
the  soil. 

Intensive  Cultivation.    Law  of  Diminishing  Returns. 

But  some  one  will  say  "Why  not  escape  this  by  apply- 
ing more  cultivation  to  the  first  quality  land — intensive 
cultivation  as  it  is  called  now?"  Up  to  a  certain  limit 
this  is  quite  possible,  but  everyone  knows  that  if  we  put 
a  second  ''dose"  (say  an  extra  $30  worth  per  acre)  of 
capital  and  labour  into  our  first  quality  land,  it  will  not 
yield  us  an  additional  30  bushels  of  wheat.  Doubling  the 
cultivation  does  not  double  the  crop,  and  even  if  it  did  we 
could  not  go  further  and  say  that  trebling  or  quadrupling 
the  investment  of  capital  and  labour  on  an  acre  of  ground 
would  treble  or  quadruple  the  crop.  Everybody  knows 
they  will  not,  probably  because  the  crop  is  as  much  a  pro- 
duct of  the  sunshine  and  the  rain  as  it  is  a  product  of 
human  effort,  and  we  cannot  double  or  treble  the  supply 
of  sunshine  and  rain  at  will  when  we  double  the  capital 
and  labour.  The  natural  productive  forces  are  not  doubled 
when  the  human  forces  of  labour  and  capital  are  doubled, 
and  therefore  we  cannot  anticipate  a  doubled  product. 
This  is  a  general  law  known  as  the  law  of  diminishing  re- 
turns and  applying  to  all  production,  but  especially  notice- 
able in  agriculture  and  other  so-called  primary  industries, 
where — so  to  speak — nature  works  along  with  man.  Mar- 
shall defines  it  thus:  "An  increase  in  the  capital  and 
labour  applied  in  the  cultivation  of  land  causes  in  general 
a  less  than  proportionate  increase  in  the  amount  of  pro- 
duce raised." 

It  is  impossible,  therefore,  to  escape  by  intensive  culti- 
vation from  the  inevitable  accruing  of  rent.  The  pressure 
or  rent,  however,  may  be  lessened  and  the  law  of  diminish- 
ing returns  to  some  extent  neutralized  by  improvements 
in  the  art  of  agriculture,  which  may  enable  us  to  raise  a 
larger  yield  from  each  acre  of  cultivated  ground  at  the 
same  investment  of  capital  and  labour.    This  larger  yield 
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enables  the  population,  which  we  will  say  has  had  to  resort 
to  third  quality  land  in  order  to  live,  to  maintain  itself  on 
the  products  of  first  and  second  quality  land  alone.  Thus 
third  quality  land  goes  out  of  cultivation  altogether,,  sec- 
ond quality  land  becomes  non-rentable — a  drug  on  the 
market — and  the  rent  on  first  quality  land  falls  from  ten 
to  five  bushels  per  acre.  (Always  think  of  economic  rent 
as  applied  to  agriculture  in  terms  of  the  amount  of  pro- 
duce and  not  in  terms  of  the  value  of  that  product.) 

The  Neutralizing  Effect  of  Improvements. 

Of  course  as  a  general  thing  we  do  not  see  sudden 
changes  of  this  kind.  The  benefits  of  an  agricultural  in- 
vention are  usually  only  very  gradually  diffused  through- 
out society  and  while  this  diffusion  is  going  on  the  popu- 
lation is  gradually  increasing,  the  demand  for  food  pro- 
ducts of  course  increases  with  it,  and  we  have  these  two 
forces  neutralizing  each  other.  But  wherever  an  increas- 
ing population  has  to  be  fed  from  the  food  products  of  a 
country  which  is  already  settled,  we  will  find  that  to 
secure  the  additional  food  products  required,  poorer  and 
poorer  land  has  to  be  placed  under  cultivation,  and  rents 
are  thereby  increased  because  of  the  greater  difference  in 
productivity  <between  the  best  or  better  lands  and  the 
worst  land  under  cultivation,  and  the  final  result  is  higher 
prices,  since  the  producer  on  the  worst  land  under  culti- 
vation must  get  enough  money  for  his  product  to  enable 
him  to  go  on  producing.  If  England  were  forced  to  pro- 
duce food  for  her  population,  prices  there  would  be  enor- 
mous. From  one  point  of  view  we  may  describe  all  his- 
tory— economic  history,  at  least — as  a  struggle  between 
the  law  of  diminishing  returns  and  the  resourcefulness  of 
human  invention.  So  far,  the  victory  has  lain  with  the 
latter,  but  no  man  can  speak  for  the  future. 

Rent  the  Effect  Not  the  Cause  of  Price. 

There  is  an  important  corollary  from  the  doctrine  of 
rent,  which  we  must  now  discuss.  Briefly  stated,  it  is  this: 
Rent  is  the  effect  and  not  the  cause  of  price.    Let  us  con- 
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sider  this  statement  a  little.  At  first  it  sounds  rather 
ridiculous,  but  let  us  apply  it  to  our  imaginary  community 
at  a  time  when  there  are  three  qualities  of  land  in  use — 
30  bushel,  25  bushel  and  20  bushel  land — and  when  the 
price  of  wheat  is  $1.50  a  bushel.  Suppose  that  the  land- 
lords say  that  they  will  give  up  t'heir  rent  or  suppose  that 
they  are  forbidden  by  the  Government  to  collect  it.  What 
happens?  Simply  this — the  farmer  on  third  quality  land 
continues  to  get  his  $30  for  his  20  bushels  per  acre — just 
enough  to  remunerate  him ;  the  farmer  on  second  quality 
land  still  sells  his  wheat  at  $1.50  a  bushel — it  is  an  old 
maxim  that  there  cannot  be  two  prices  for  the  same  com- 
modity in  the  same  market  at  the  same  time — and  thus  he 
gets  $37.50  for  his  25  bushels;  the  extra  $7.50  which  he 
gets  more  than  the  farmer  on  t^he  third  quality  land,  he 
no  longer  gives  to  his  landlord  but  keeps  for  himself,  and 
the  farmer  on  the  first  quality  land  does  likewise,  though 
his  extra  gain  is  larger — $15.00  per  acre.  The  consumers 
of  wheat  products  are  not  advantaged  at  all ;  they  pay  just 
as  much  as  before.  The  only  change  is  that  the  rent  has 
been  transferred  from  the  pockets  of  the  landlords  to  those 
of  the  cultivating  farmers.  ''Rent  is  not  the  cause  but 
the  effect  of  price,"  and  prices  are  no  lower  when  rent  is 
taken  away  from  the  landlord  than  when  it  is  paid  to  him. 
In  any  case  it  must  exist,  whether  it  fills  private  or  public 
coffers. 

Rent  of  Situation. 

Rent,  even  on  farms,  depends  on  situation  as  well  as  on 
fertility.  The  effect  of  situation  on  the  rent,  is  decided  by 
the  cost  of  transporting  a  unit  quantity  of  wheat  from  the 
farm  where  it  is  grown  to  the  market.  For  instance,  as 
we  have  already  shown,  if  we  have  first  quality  land — or 
30  bushel  land — at  such  a  distance  from  the  market  that  it 
takes  the  price  of  5  bushels  of  w^heat  to  bring  it  there,  a 
man  might  just  as  well  settle  on  land  that  is  second  qual- 
ity in  fertility — 25  bushel  land — if  it  is  near  the  market. 
His  net  product  is  the  same  in  either  event.  In  a  country 
like  our  North-West,  he  will  probably  choose  the  land 
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whose  disadvantages  are  of  situation  rather  than  of  fer- 
tility, because  such  a  disadvantage  may  be  partially  re- 
moved by  the  advent  of  new  railroads,  good  roads,  etc., 
w'hile  the  other  disadvantage  is  usually  considered  irreme- 
diable unless  at  great  expense  for  fertilizer  or  drainage. 

Urban  Rent  a  Matter  of  Situation. 

Situation,  then,  is  an  important  factor  in  deciding  eco- 
nomic rent,  even  in  farms.  It  is  practically  the  only  im- 
portant factor  in  ui^ban  rents.  It  makes  absolutely  no 
difference  in  the  rent  of  land  in  the  financial  or  business 
sections  of  any  of  our  large  cities  whether  that  land  is  first 
quality  agricultural  land  or  solid  rock.  What  does  matter 
is  its  location.  For  a  business  firm,  a  site  where  many 
possible  customers  are  passing  and  repassing  is  an  absolute 
necessity  for  the  success  of  their  business.  Such  sites  are 
neither  cheap  nor  plentiful,  but  they  must  be  had,  and  the 
firm  pays  rent,  let  us  say,  for  such  a  location.  Then  with 
every  increase  in  the  population  of  the  city  there  is  usually 
a  larger  number  of  people  passing  the  above-mentioned 
place  of  business,  and  the  probability  is  that  the  rent — 
the  ''ground  rent,"  as  it  is  called  in  England — paid  by  the 
store-keepers  will  be  proportionately  increased,  inasmuch 
as  the  value  of  the  site  has  increased  with  the  increasing 
number  of  passers-by  who  are  possible  customers.  Urban 
site  rents  will  thus  increase  as  long  as  the  population  and 
wealth  of  the  particular  community  continues  to  increase, 
and  no  longer.* 

Residential  sites  in  growing  cities  are,  of  course,  sub- 
ject to  the  same  general  conditions,  but  their  value  does 
not  usually  increase  in  the  same  proportion.  The  desir- 
able points  about  a  residential  city  lot  are  its  nearness 
to  the  business  section,  its  remoteness  from  factories  (if 
it  is  likely  to  be  occupied  by  anyone  but  workmen),  the 

*This  is  a  general  statement.  Everybody  knows  particular 
cases  in  which  the  value  of  a  business  or  residential  site,  even  in 
the  most  rapidly  growing  urban  communities,  declines  for  some 
special  reason,,  such  as  the  presence  of  undesirable  people  in  a 
district  which  has  been  a  choice  residential  neighborhood. 


14  THE      SHAW      CORRESPONDENCE      SCHOOL 

view  from  it,  the  character  of  the  surrounding  houses, 
etc.  Its  rent  value  will  be  decided  by  these  considerations 
and  in  a  growing  city  will  show  a  tendency  towards  in- 
crease, because  pleasant  and  convenient  sites  for  homes  are 
comparatively  few,  as  compared  with  the  increasing  num- 
bers of  people  who  want  them.  Other  things  being  equal, 
every  additional  inha^bitant  in  a  city  means  an  increase 
in  the  land  values  of  that  city.  Every  loss  of  an  inhabi- 
tant means  a  decline  in  land  values.  It  is  no  wonder  then 
that  people  who  are  interested  in  real  estate  are  continu- 
ally trying  to  induce  new  firms  to  locate  in  their  city  or 
town ;  such  a  proceeding  has  a  strong  tendency  to  increase 
the  value  of  their  real  estate. 

Land  Values  an  Unearned  Increment. 

Land  values,  then,  are  not  at  all  due  to  any  action  of 
the  individuals,  though  some  people  might  perhaps  call 
the  foresight  and  judgment  which  the  individual  exercises 
in  the  purchase  of  property,  his  labour.  If  so,  it  is  cer- 
tainly a  very  different  type  of  labour  from  what  w^e  ordi- 
narily have,  and  the  wages  which  some  fortunate  persons 
receive  from  it  are  enormous.  The  landlords  in  rapidly- 
growing  communities  are  like  the  lilies  of  the  field,  ''They 
toil  not,  neither  do  they  spin,"  and  yet  they  gather  in  the 
dollars. 

Expropriation  of  Land  Values. 

The  facts  that  landlords  in  rapidly-growing  communi- 
ties appear  to  make  their  money  so  easily,  and  that  the 
rental  value,  especially  in  the  case  of  urban  lands,  usually 
increases  proportionately  with  the  population,  have  led 
various  writers  to  assert  that  these  land  values — the  so- 
called  unearned  increment — are  created  rather  by  the 
community  than  by  the  individual,  and  should  be  appro- 
priated by  the  community,  or  at  least  subjected  to  heavy 
taxation,  and  the  amounts  realized  from  such  taxation 
should,  according  to  these  economists,  be  used  to  provide 
public  services  for  the  rapidly  growing  populations  of 
such  new  communities.  Thus,  in  a  new  district  of  a  city, 
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5. 
the  land  values,   when   expropriated,   could  be   made   to 

supply  the  inrush  of  people  with  streets,  light,  water  and 

sewers.    The  more  rapidly  the  population  grew,  the  faster 

would  land  values  increase  and    provide    the  necessary 

public  services. 

Future  Land  Values. — The  English  Plan. 

The  greatest  name  among  the  writers  holding  this  view 
is  that  of  John  Stuart  Mill,  who,  in  his  '  ^  Princif)les  of 
Political  Economy,"  advocated  that  a  valuation  should  be 
made  of  all  the  land  of  a  country,  and  all  future  incre- 
ment of  land  value  should  be  subject  to  sp-:cially  heavy 
taxation.  Thus  existing  interests  would  be  protected, 
while  the  state  would  in  the  course  of  time  derive  a  very 
considerable  revenue  from  the  unearned  increment  in  the 
value  of  land.  The  Asquith  Government  in  Great  Britain 
actually  carried  out  this  scheme  by  providing  for  the 
valuation  of  all  the  land  in  the  kingdom  and  for  a  tax 
of  20  per  cent,  of  any  increase  in  value  that  took  place 
after  the  time  of  the  valuation.  Though  the  revenue  from 
this  tax  has  necessarily  been  almost  a  negligible  quantity 
during  the  few  years  of  its  existence,  it  will  probably  be 
a  source  of  considerable  revenue,  as  land  values  increase, 
in  the  course  of  a  generation. 

Unfairness  of  Confiscating  Existing  Land  Values. 

]\Iill  objected  to  discrimination  against  land-owners  in 
the  taxation  of  existing  land  values.  In  his  opinion  they 
had  acquired  their  property  by  just  as  good  a  title  as  any 
other  body  of  property-owners — by  purchasing  land  with 
their  savings  or  by  inheriting  it  from  their  ancestors  who 
had  so  purchased  it,  when  they  might  have  invested  their 
savings  otherwise.  Now,  as  land-values,  apart  from  invest- 
ments sunk  in  the  land,  are  simply  the  capitalized  value 
of  the  present  or  prospective  economic  rent,  to  appropriate 
that  rent-charge  is  to  confiscate  the  land-owner.'s  capital, 
and,  while  the  State  has  power  to  do  such  things,  it  has  no 
moral  right  to  do  them. 

The  expropriation  of  existing  land-rents,  without  due 
compensation  to  the  land-owners,  would  deal  a  crushing 
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blow  at  the  whole  institution  of  private  property.  It 
would  discourage  all  saving  for  investment,  because  no 
one  would  feel  that  his  investments  were  safe.  If  the 
State  expropriated  the  property  of  the  land-owners,  it 
might  just  as  well  go  further  and  repudiate  the  national 
debt,  take  over  the  banks  and  seize  their  deposits,  and, 
without  compensation  to  the  shareholders,  declare  the  rail- 
ways public  property.  In  such  a  country,  no  one  would 
care  to  save  money,  since  he  might  as  well  enjoy  it  while 
he  had  it  as  invest  it  in  an  enterprise  likely  to  be  swal- 
lowed up  by  the  Government.  No  one  would  be  able  to 
borrow  money  from  abroad,  for  who  would  lend  when 
their  loans  might  at  any  time  be  confiscated  by  the  Gov- 
ernment of  the  debtor  State?  Such  a  condition  of  affairs 
would  in  the  end  be  ruinous  to  the  new  debtor  countries 
like  our  own,  since  it  would  be  impossible  to  secure  the 
necessary  capital  for  development  purposes,  either  from 
foreigners  or  from  our  own  people,  neither  of  whom  would 
care  to  invest  their  capital  with  us.  Even  the  latter  would 
much  prefer  to  put  their  capital  somewhere  else.  These 
are  the  arguments  usually  advanced  against  the  demands 
of  the  more  rabid  school  of  single-taxers,  who  advocate 
the  confiscation  of  economic  rent  by  the  State,  which  in- 
volves the  annihilation  of  existing  land  values  now  held 
as  private  property. 

Land  Originally  Belongs  to  the  State. 

The  scheme  of  the  single-taxer  in  its  most  radical  form 
involves  confiscation  of  all  existing  land  values  through 
the  confiscation  of  economic  rent,  upon  the  principle  that 
the  rental  value  of  land  justly  belongs  to  the  community, 
not  to  the  individual.  In  the  beginning  this  was  no  doubt 
true.  In  Canada,  for  instance,  the  original  title  to  all*the 
land  rested  in  the  Crown — that  is,  the  people — and  the 
people  were  under  no  obligation  to  grant  lands  in  per- 
petuity to  anybody.  Indeed  the  greater  part  of  the  soil 
of  Canada  still  belongs  to  the  community,  and  no  essential 
injustice  will  be  done  to  any  individual  if  the  community 
declines  to  grant  any  more  of  that  land  in  full  ownership 
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to  individuals.  So  far,  however,  is  the  community  from 
doing  this,  that  it  declares  itself  ready  to  grant  to  any 
man  who  will  settle  on  Western  farms  and  perform  cer- 
tain not  very  onerous  duties  of  cultivation,  160  acres  of 
land  in  perpetuity.  Apparently,  then,  even  from  the  com- 
munity's point  of  view,  the  best  way  to  increase  the 
national  wealth  is  to  grant  to  bona-fide  agriculturists  on 
easy  terms  land  on  which  they  may  carry  on  cultivation; 
especially  as  the  land  is  worth  very  little  to  the  com- 
munity until  it  is  cultivated. 

The  State  thus  makes  a  sort  of  contract  with  a  man  that 
it  will  grant  him  land  in  perpetuity  if  he  will  go  ahead  and 
cultivate  the  land,  which  is  worth  practically  nothing  to 
the  State  until  it  is  cultivated.  Then,  after  he  has  per- 
formed his  share  of  the  contract  the  State  comes  and  takes 
the  unearned  increment,  which  has  been  usually  consid- 
ered as  a  bonus  justly  due  to  the  settler  on  account  of  the 
hardships  which  he  suffered  in  going  in  and  beginning 
cultivation.    Thus  the  State  practically  breaks  its  contract. 

Thus,  too,  when  the  State  opens  up  a  new  town-site  like 
those  along  the  line  of  the  Temiskaming  and  Northern 
Ontario  Railway,  it  sells  the  lots  with  all  their  possibilities 
of  unearned  increment  to  the  highest  bidder.  Sometimes 
the  purchaser  loses  on  his  investment ;  more  often,  prob- 
aibly,  he  gains,  as  he  certainly  has  done  in  the  past  few 
years  of  exceptional  development,  which,  however,  may 
not  continue.  It  is  not  fair  or  just  for  the  State  to  sell  a 
man  lots  in  this  way  and  then  deprive  him  of  any  possible 
gain  by  discriminatory  taxation.  The  State  has  no  more 
right  to  be  unjust  than  has  an  individual,  though  a  sov- 
ereign State  may  have  the  power  to  be  so ;  just  as  several 
American  commonwealths  were  able  to  repudiate  their 
debts.  Their  dishonesty  did  not  in  the  long  run  profit 
them  in  the  one  case ;  it  is  not  likely  to  turn  to  the  State's 
advantage  in  the  other. 

Expropriation  of  Rent  Means  Confiscation. 

The  immediate  appropriation  of  all  existing  economic 
rent  'by  the  State  would  mean  the  confiscation  of  the  whole 
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or  of  a  considerable  part  of  the  property  of  landlords, 
imposing  an  entirely  inequitable  burden  upon  present 
owners,  and  no  burden  at  all  upon  future  owners,  since, 
when  property  was  sold,  they  would  calculate  the  capi- 
talized value  of  the  extra  tax  upon  it,  and  deduct  that 
amount  from  the  purchase  price.  This  may  be  illustrated 
by  an  example : 

Suppose  I  purchase  for  $1000  an  urban  lot,  for  the  use 
of  which  a  tenant  pays  me  $80  per  year,  of  which  $20  go 
for  taxes.  Thus  my  net  income  from  the  lot  is  $60  per 
year,  or  6  per  cent,  on  my  investment.  If,  however,  the 
State  or  the  municipality  doubles  the  taxation  on  land,  I 
will  have  to  pay  $40  in  taxes  instead  of  $20,  while  my 
tenant  wil  pay  me  no  more  than  before.  Then,  if  money 
is  worth  6  per  cent,  per  annum,  the  selling  value  of  my 
lot  will  fall  to  $666  2/3 — the  capitalized  value  of  a  net 
income  of  $40.  But  the  State  may  go  still  further  artd 
take  the  whole  $80  per  annum  of  economic  rent,  thus 
leaving  me  no  income  at  all.  Consequently,  no  one  will 
be  willing  to  give  me  anything  whatever  for  my  lot,  so 
that  I  have  lost  my  $1000.  And  I,  the  present  owner, 
would  be  the  only  one  to  lose,  for  the  Government  could 
not  reach  the  former  owner,  who  sold  me  the  land  for 
$1000,  some  part  of  which  was  probably  unearned  incre- 
ment. Again,  the  Government  could  not  reach  the  future 
owner,  who  would  not  pay  for  the  lot  one  cent  more  than 
the  capitalized  value  of  its  net  earning  power  after  the 
expropriation  of  the  economic  rent.  In  the  case  under  dis- 
cussion, this  would  be  just  nothing  at  all. 

The  Single  Tax. 
In  Henry  George's  remarkable  book,  ''Progress  and 
Poverty,"  he  saj^s  that  it  is  not  necessary  to  confiscate  the 
land ;  it  is  only  necessary  to  confiscate  rent.  This  indeed 
amounts  to  precisel}^  the  same  thing,  since  the  value  of 
any  piece  of  land  (apart  from  improvements)  is  merely 
the  capitalized  value  of  the  present  or  prospective  eco- 
nomic rent,  and  would  at  once  vanish  if  that  rent  ceased. 
As  Henry  George  said,  ''We  may  leave  to  the  landholders 
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the  shell  (the  empty  name  of  ownership)  if  we  take  the 
kernel  (the  rent)."  This  kernel  he  proposed  to  secure 
from  the  landowner  through  the  adoption  of  the  single- 
tax,  taking  all  the  economic  rent  for  the  State  and  abolish- 
ing all  other  taxation. 

The  idea  of  the  single  tax  has  been  considerably 
watered  down  since  Henry  George  wrote  ''Progress  and 
Poverty"  thirty  years  ago.  According  to  the  Single-Tax 
Catechism,  it  means  "the  gradual  imposition  of  all  taxes 
upon  the  value  of  land,  exclusive  of  improvements, 
thereby  eventually  abolishing  all  other  taxes."  And  "it 
does  not  mean  the  abolition  of  private  property  in  land, 
but  simply  proposes  to  divert  an  increasing  share  of 
ground  rent  into  the  public  treasury."  The  grounds  for 
doing  so  are  "that  the  site  value  of  land  is  a  creation  of 
the  community,"  and  that  the  whole  burden  of  the  tax 
will  fall  on  the  landholder  and  cannot  be  transferred  to 
the  tenant. 

Criticism  of  the  Single  Tax. 

This  proposed  taxation  has  been  severely  criticized  from 
several  different  points  of  view.  In  the  first  place,  it  may 
be  pointed  out  that  it  will  probabl.y  be  a  municipal,  not  a 
provincial  or  national  tax,  as  it  would  be  quite  impossible 
for  municipal,  provincial,  and  federal  governmcDts  to 
come  to  any  definite  and  final  arrangement  as  to  the  di- 
vision of  the  spoils.  The  useful  provisions  of  our  consti- 
tution, that  the  Province  shall  have  the  revenue  accruing 
from  direct,  and  the  Dominion  that  accruing  from  indirect 
taxation,  keeps  them  from  quarrelling  with  each  other  over 
their  respective  shares.  The  single-taxers  would  leave  all 
three  authorities — local,  provincial  and  national — to 
squabble  about  the  share  of  land  rent  which  ought  to  come 
to  each.  Between  them  they  would  probably  be  able  to 
expend  the  whole  of  the  economic  rent,  and  as  their  func- 
tions and  duties  enlarged — our  Dominion  expendituni  has 
quadrupled  in  the  past  sixteen  years — it  is  very  doubtful 
whether  the  economic    rent    would    be  found  sufficient. 
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Probably  our  Provincial  and  Dominion  governments  had 
better  stick  to  their  present  methods  of  taxation. 

Single  Tax  in  Rural  Districts. 

Rural  municipalities,  at  least,  have  little  to  gain  from 
the  adoption  of  the  single  tax.  The  value  of  improvements 
on  most  farms  is  already  roughly  proportional  to  land 
values.  Further,  if  all  or  nearly  all  the  economic  rent  is 
taken  in  taxation,  no  inducement  is  left  to  the  nominal 
owner  to  keep  his  land  up  to  the  mark  or  to  improve  it. 
He  is  thus  encouraged  to  what  the  Germans  call  Raub- 
bau — predatory  cultivation  or  mining  the  ground.  This 
would  constitute  a  public  danger. 

Single  Tax  in  Cities  and  Towns. 

Urban  municipalities,  such  as  our  rapidly-growing  West- 
ern cities,  are  perhaps  the. most  favourable  fields  for  the 
adoption  of  the  single  tax.  Land  values  have  been  in- 
creasing so  rapidly  there  during  the  past  few  years  that 
the  exemption  of  improvements  from  taxation  has  not 
resulted  in  a  slump  or  decline  in  land  values  in  cities  like 
Vancouver  and  Edmonton.  Thus  the  land-owners  there 
do  not  appear  to  have  suffered  any  serious  injustice 
through  the  change  in  the  methods  of  taxation.  It  is  far 
too  soon,  however,  to  base  any  final  conclusions  upon  the 
experience  of  these  Western  cities,  which  will,  sooner  or 
later,  have  to  pass  through  a  period  of  depression  such  as 
Eastern  cities  have  experienced.  When  these  Western 
cities  have,  like  the  Eastern,  seen  hundreds  of  blocks  of 
vacant  lands  thrown  upon  their  hands  for  non-payment  of 
taxes,  and  the  values  of  all  other  lands  reduced  through 
the  consequent  excess  of  the  supply  over  the  demand  for  it, 
we  shall  have  an  opportunity  of  coming  to  a  more  definite 
conclusion  as  to  the  merits  or  demerits  of  the  single  tax 
as  applied  to  urban  municipalities. 
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EXAMINATION  QUESTIONS 

ECONOMICS. 

LESSON  11. 

1. — Define  clearly  the  term  ''distribution,"  as  used  in 
eeonomic>s. 

2. — What  are  the  four  shares  in  distribution?  Define 
and  explain  the  various  terms  used. 

3. — T^^nder  what  circumstances  does  the  problem  of  dis- 
tribution not  arise  at  all? 

4. — Show  how  rent  commences  to  accrue  on  agricultural 
land. 

5. — What  m  the  law  of  diminishing  returns?  What 
connection  has  it  with  the  theory  of  Rent?  How  may  its 
operation  be  neutralized? 

6. — "Rent  is  the  effect,  not  the  cause  of  price."  Ex- 
plain fully. 

.7. — On   what  considerations  does  urban  rent  depend? 
Explain  fully. 

8. — What  is  meant  by  the  ''expropriation  of  unearned 
increment"?    What  is  the  case  for  it? 

9. — What  was  Mill's  scheme  of  expropriating  unearned 
increment,  and  how  is  it  now  being  carried  out  in  Eng- 
land? 

10. — What  is  the  Single  Tax,  as  first  proposed  and  after- 
wards modified? 

11. — Criticize  the  doctrine  of  the  Single  Tax,  with  refer- 
ence to  the  raising  of  national  and  municipal  revenues. 
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ECONOMICS 

LESSON  XII. 

Interest. 

IN  the  last  lesson  we  dealt  with  the  great  question 
of  economic  rent — that  rent  which  every  entre- 
preneur or  captain  of  industry  has  to  pay  for 
the  use  of  the  site  on  which  his  business  opera- 
tions are  conducted.  Now  we  proceed  to  dis- 
cuss the  second  division  of  the  entrepreneur's 
product — the  payment  which  he  makes  in  return 
for  the  use  of  purchasing  power  which  belongs  to  others. 
In  order  to  begin  or  to  extend  his  business,  he  secures  the 
loan  of  this  purchasing  power,  which  is  usually  trans- 
ferred to  him  by  the  lender  in  the  form  of  money.  In  re- 
turn he  promises  to  make  periodically  an  extra  payment 
known  as  interest,  in  addition  to  returning  the  principal 
sum  of  the  loan  at  some  appointed  time.  He  uses  the. bor- 
rowed purchasing  power  or  money  to  further  the  process 
of  production.  It  may,  therefore,  be  known  as  capital, 
which  we  have  already  defined  as  "the  product  of  past  in- 
dustry used  to  subserve  the  process  of  future  production." 
Interest  is  the  extra  payment  made  in  return  for  the  use 
of  money  or  purchasing  power,  that  is,  the  money  which  is 
paid  for  the  use  of  a  loan.  The  principal  sum  of  this  loan 
is  being,  or  is  supposed  to  be,  or  might  possibly,  at  the 
option  of  the  borrower,  be  used  to  further  the  process  of 
production,  and  is  thus  actually  or  potentially  capital. 

Meaning  of  the  Term  "Interest." 

The  word  "interest"  itself,  when  its  derivation  is  con- 
sidered, throws  some  light  upon  our  problem.  It  is  made 
up  of  two  Latin  words:  "inter,"  between,  and  "est,"  is; 

*Of  course,  an  entrepreneur  may  be  his  own  landlord  or  his 
own  capitalist,  or  both.  In  that  case,  however,,  he  should,  in  order 
to  find  his  net  profit,  deduct  from  his  gross  profit  the  sums  which 
others  would  be  ready  and  willing  to  pay  him  as  rent  for  his  land 
or  as  interest  on  his  capital. 
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it  means,  therefore,  "there  is  between,"  "the  space  or 
difference  between."  This  refers  to  the  difference  be- 
tween the  position  of  the  man  who  lends  say  $100  at  the 
beginning  of  a  year,  and  his  position  when  he  receives 
that  $100  at  the  end  of  the  year.  There  is  a  general  im- 
pression that  the  man  who  lends  $100  for  a  year  and  re- 
ceives the  same  amount  back  at  the  end  of  the  3^ear  has 
lost  thereby,  and  is  entitled  to  some  payment  as  compen- 
sation, while  a  borrower  who  pays  no  interest  on  this 
amount  secures  a  corresponding  gain.  Usually,  in  busi- 
ness transactions  at  least,  the  borrower  agrees  to  pay  to 
the  lender  an  extra  amount  as  compensation  for  the  len- 
der's having  had  to  do  without  the  use  of  his  purchasing 
power  during  a  certain  period  of  time.  This  compensation 
is  interest,  the  difference  between  the  two  positions.  We 
shall  later  show  what  scientific  truth  there  is  back  of  this 
general  popular  impression. 

In  the  question  of  interest  we  are  concerned  with  both 
buyers  and  sellers  of  the  use  of  money  or  purchasing 
power.  I  propose  to  deal  first  with  the  buyers.  Some 
people  might,  as  history  shows,  save  money  and  lend  it 
even  if  they  received  no  interest  in  return ;  no  one,  in  the 
business  or  economic  world  at  least,  would  borrow  money 
at  interest  if  he  did  not  expect  to  be  able  to  make  a  net 
gain  of  some  kind  for  himself  by  the  use  of  it. 

Why  the  Borrower  Can  Pay  Interest. 

'Suppose  that  an  entrepreneur  who  is  already  doing  a 
flourishing  business  borrows  for  business  purposes  the  sum 
of  $400,  the  year's  savings  of  a  salaried  man  who  earns 
$2,000  a  year.  Now,  whj^  does  he  borrow  that  money? 
Clearly  because  he  expects  to  be  able  to  use  it  in  such  a 
waj'  that  it  will  replace  itself  with  interest  and  pay  a  net 
gain  to  the  borrower  as  well.  He  feels  that  he  can  use  the 
purchasing  power  of  the  $400  which  he  is  now  borrowing, 
in  such  a  way  that  at  the  end  of  the  year  he  will  have 
commodities  for  which  the  public  will  be  ready  to  pay  say 
$450.     Then  the  borrower  will  be  able  to  pay  back  the 
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$400  with  interest  at  say  6%  and  will  still  have  a  net  gain 
of  $26  for  himself.  He  may,  indeed,  use  the  $400  in  a 
number  of  different  ways;  he  may  devote  it  to  the  pay- 
ment of  wages  or  ithe  purchase  of  a  new  piece  of  machin- 
ery. But  whatever  use  is  made  of  it  will  be  in  his  opinion 
the  most  reproductive  one,  and  at  the  end  of  the  year,  if 
his  calculations  are  correct,  he  will  be  the  richer  man  for 
having  had  the  use  of  the  $400 — he  will  have  made  a  profit 
for  himself  in  addition  to  the  repayment  of  the  loan,  prin- 
cipal and  interest. 

Not  all  entrepreneurs,  of  course,  succeed  in  investing 
reproductively  the  purchasing  power  which  they  borrow. 
Whether  they  do  or  not  depends  partly  on  their  own  skill 
as  entrepreneurs,  but  partly  also  on  the  chances  of  fortune 
— whether  the  season  is  a  good  or  a  bad  one,  etc.  Every 
year  some  entrepreneurs  fail  to  return  the  principal  and 
interest  due  on  the  money — the  purchasing  power — which 
they  have  borrowed.  Such  entrepreneurs  become  bank- 
rupt, and  those  who  have  loaned  their  money  to  them  to 
be  used  as  capital  in  their  enterprises  may  lose  all  or  a 
part  of  their  investment. 

The  great  majority  of  entrepreneurs,  however,  are  able 
to  pay  this  interest  on  borrowed  capital  and  still  make  pro- 
fits for  themselves.  The  great  majority  of  business  enter- 
prises, especially  in  a  young  and  rapidly  developing  coun- 
try like  this,  are  successful.  The  failures  are  compara- 
tively few.  It  is  this  fact  that  makes  holders  of  capital 
willing  to  lend  it  to  skillful  entrepreneurs  at  a  moderate 
rate  of  interest.  Entrepreneurs  who  are  not  recognized  as 
skilful,  or  who  have  a  risky  enterprise  to  finance,  must  pay 
higher  interest  to  compensate  the  lenders  for  the  possi- 
bility of  loss.  There  is  a  certain  possibility  of  loss  in  all 
investments,  of  course,  and  the  rate  charged  for  money  is 
closely  correspondent  to  the  risk. 

Why  the  Lender  Receives  Interest. 

Now  we  must  .turn  around  and  discuss  the  matter  from 
the  point  of  view  of  the  lender  of  money.     Why  does  he 
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receive  interest  for  that  money?  Why  is  he  not  satisfied 
or  why  should  he  not  be  satisfied  with  the  return  of  the 
money  which  he  actually  lent  to  the  entrepreneur?  The 
entrepreneur  is  able  to  pay  interest  for  the  use  of  pur- 
chasing power  because  he  is  usually  able  to  use  that  pur- 
chasing power  in  such  a  way  as  to  make  a  ijet  gain  for 
himself  by  the  use  of  it.  His  ability  to  pay  interest,  how- 
ever, does  noit  make  him  the  more  willing  to  do  so.  He 
pays  interest  on  the  purchasing  power  which  he  borroAVs 
because  he  cannot  usually  get  the  use  of  money  or  purchas- 
ing power  for  nothing.    Why  not? 

The  answer  to  this  question  lies  very  deep  down  in 
human  nature.  It  is  simply  this — that  to  the  normal 
economic  human  being,  future  goods  to  a  certain  amount 
are  less  valuable  than  present  goods  to  the  same  amount. 
The  promise  of  $100  in  a  year  from  now  is  less  valuable 
than  the  payment  of  $100  cash  down,  even  though  the  pro- 
mise of  future  payment  is  absolutely  certain  to  be  fulfilled. 
If  one  is  offered  the  choice  of  $100  in  cash  now  and  $100 
to  be  paid  to  one  from  the  Canadian  Treasury  a  year  from 
now,  there  is  no  doubt  which  one  would  prefer.  "A  bird 
in  the  hand"  may  not  always  be  "worth  two  in  the  bush," 
but  it  is  certainly  true  that  a  bird  in  the  hand  is  always 
worth  more  than  one  in  the  bush.  All  things  future  are 
like  the  'bird  in  the  bush — more  or  less  uncertain.  Our 
own  lives  are  uncertain.  We  cannot  be  certain  of  living 
out  the  year  until  the  treasury  note  comes  due.  And  even 
if  we  were,  we  should  still  prefer  the  $100  down,  because 
if  we  did  not,  we  should  lose  the  year's  use  and  enjoyment 
of  those  commodities  which  the  $100  would  buy  for  us. 
We  should  lose  during  the  year  various  pleasures  which 
that  $100  would  have  secured  for  us,  and  we  could  never 
catch  up  and  secure  those  identical  pleasures  again. 

The  Psychology  of  Interest. 

The  workmian  who,  let  us  say,  lends  $100  of  his  savings 
on  the  1st  of  January,  1913,  foregoes  the  pleasure  of  using 
the  purchasing  power  of  these  dollars  for  himself;  he  gives 
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up  the  possible  pleasure  to  be  gained  from  the  use  of 
those  commodities  which  he  might  have  purchased  with 
that  purchasing  power — say  a  bicycle,  a  phonograph — 
articles  out  of  which  he  and  his  family  could  get  a  very 
considerable  degree  of  pleasure.  He  hands  that  money, 
that  purchasing  power — either  directly  or  indirectly 
through  depositing  it  in  a  bank — to  an  entrepreneur  who 
uses  it  in  developing  his  business.  At  the  end  of  the 
year,  let  us  say,  he  reappears  and  draws  his  money  with 
interest,  which  presumably  at  least  means  an  increase  of 
purchasing  power,  and  uses  it  (assuming  for  the  moment 
the  prices  have  not  changed  in  the  meantime)  precisely  as 
he  might  have  done  a  year  previously.  Now  this  man  is 
minus  a  year's  enjoyment  of  the  use  of  those  commodities, 
but  he  is  receiving  as  compensation  for  this  loss,  addi- 
tional purchasing  power  by  which  he  may  secure  increased 
pleasure  and  more  commodities  in  the  following  y^'ar.  He 
has  given  up  his  claim  to  certain  enjoyments  and  satis- 
factions during  the  year  1913;  consequently  he  is  entitled 
to  receive  greater  enjoyments  and  satisfactions  in  the  year 
19] 4.  If  he  did  not,  where  would  be  the  use  in  anyone 
saving? 

There  would  be  some  use  in  doing  so.  A  man  might  save 
for  "a  rainy  day,"  or  he  might  save  and  deny  himself  in 
order  to  prevent  his  family  suffering  after  he  was  dead, 
even  if  there  were  no  such  thing  as  interest.  But  certainly 
very  much  less  would  be  saved  than  is  now  the  case,  and 
the  entrepreneurs  would  likely  find  their  enterprises  tied 
up  for  lack  of  capital.  The  average  man  is  not  any  too 
willing  to  postpone  his  enjoyments  to  the  future  even  as  it 
is.  He  would  be  much  less  so  if  he  found  this  postpone- 
ment unaccompanied  by  any  gain  of  purchasing  power. 

Our  position,  then,  is  this:  There  is  a  sacrifice  to  the 
lender  in  giving  up  the  use  of  his  money  (his  purchasing 
power)  for  a  certain  given  period  of  time,  and  therefore 
he  must  have,  in  business  loans  at  least,  a  reward  to  com- 
pensate him  for  his  sacrifice  and  to  induce  him  to  make 
that  sacrifice  which  it  is  important  for  our  industries  that 
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he  should  make.  Of  course,  a  man  will  lend  money  to  a 
friend  without  expecting  to  receive  interest  for  the  use  of 
it.  This  is,  however,  exceptional ;  such  a  man  is  making  a 
sacrifice  on  the  altar  of  friendship ;  he  is  not  acting  from 
economic  mo^tives  at  all. 

Generally  speaking,  then,  any  sane  person  asked  to 
choose  between  a  certain  amount  of  money  down  and  the 
same  amount  at  some  period  in  the  future,  would  choose 
the  former.*  If,  however,  he  were  asked  to  choose  be- 
tween $100  now  and  say  $106  a  year  from  now,  he  might 
very  well  hesitate.  The  extra  $6.00  might  or  might  not 
seem  to  him  sufficient  recompense  for  the  amount  of  wait- 
ing involved. 

We  have  now  noticed  the  two  factors  connected  with 
the  existence  of  interest:  (1)  that  of  the  buyer  of  pur- 
chasing power — the  entrepreneur;  (2)  that  of  the  seller  of 
purchasing  power — ^the  capitaylist. 

Market  Rate  of  Interest. 

Theise  people  are,  as  we  have  seen,  in  the  position  of 
buyer  and  seller— the  buyer  and  the  seller  of  purchasing 
power.    They  will  higgle  over  the  price  to  be  paid  for  the 

*Some  ©conomisitig  dispute  this,  saying  that  a  man  is  often 
"ready  to  pay  a  larger  sum  now  to  secure  a  smaller  sum  in  his  old 
age.  This  is,  no  doubt,  true  in  certain  cases.  Some  people  have 
such  a  morbid  fear  of  dying  from  starvation  in  th-eir  old  age  that 
ihey  would  bo  ready  to  pay  $lyOOO  now  to  be  absolutely  sure  of 
receiving  $500  at  the  age  of  seventy.  Such  persons  are,  perhaps, 
more  numerous  in  older  societies.  Their  comparative  rarity  in 
Canada  is  well  established  by  the  relatively  small  amount  of  money 
received  by  the  Dominion  Government  under  its  old  age  pension 
scheme,  even  though  that  scheme,  far  from  giving  people  less  than 
they  pay  in,  guarantees  to  give  them  or  their  heirs  more. 

The  average  person  shares  somewhat  in  this  fear  of  being  left 
without  money,  and  is  ready  to  a  certain  extent  to  sacrifice 
interest  for  the  sake  of  having  cash  on  hand.  The  ordinary  man 
likes  to  have  available  a  few  dollars  more  than  he  is  likely  to 
spend.  Practically  all  of  us  are  prepared  to  put  up  with  the  loss 
(>f  interest  on  a  limited  sum,  rather  than  lock  that  sum  up  in 
f-^ome  permanent  investment  and  then  perhaps  suffer  for  the  lack 
i)f  ready  cash.  These  special  exceptions,  however,  in  no  way 
invalidate  the  general  economic  principle. 
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use  of  purchasing  power,  just  as  buyers  and  sellers  higgle 
in  any  other  buying  and  selling  transaction.  This  would 
be  the  case  even  if  there  v/ere  only  one  buyer  and  one 
seller.  But,  as  a  matter  of  fact,  there  are  many  buyers  and 
very  many  sellers  of  purchasing  power  or  capital  on  a 
money  market,  and  the  current  rate  of  interest  is  decided 
by  the  higgling  that  takes  place  between  all  of  them.  It 
is  worthy  of  notice,  too,  that  on  the  whole  the  price  of 
money — the  price  of  capital — ^tends  to  be  more  uniform  in 
different  markets  than  the  price  of  almost  anything  else. 
This  is  the  case  because  money  or  purchasing  power  can 
be  so  easily  transferred  from  one  country  to  another  and 
from  one  market  to  another. 

Pure  or  Net  Interest,  and  Gross  Interest. 

This  uniformity  exists,  however,  only  with  respect  to 
pure  interest,  that  is,  interest  which  is  not  complicated 
with  payments  for  risk.*  A  great  deal  of  what  we  usually 
call  interest  is  in  fact  payment  for  risk,  or  payment  for 
inconvenience  due  to  having  one's  money  tied  up  when 
one  needs  it.  Most  of  us  are  satisfied  to  have  our  funds 
earning  a  very  low  rate  of  interest  or  even  no  interest  at 
all  in  a  bank,  provided  that  we  feel  perfectly  certain  of 
being  able  to  use  them  at  any  moment  we  may  require 
them.  If  we  want  an  absolutely  secure  investment  which 
will  give  us  an  idea  of  what  pure  interest  really  is,  I  sup- 
pose we  cannot  have  a  better  example  than  British  con- 
sols— that  is,  the  Perpetual  Annuities  of  the  British  Na- 
tional debt,  guaranteed  by  the  whole  credit  of  the  British 
people.  The  price  of  such  an  annuity  of  £2  10s  per  annum 
is  at  the  present  time  about  £75  or  30  times  the  interest 
payment.  In  other  words,  the  rate  of  interest  earned  is 
3  1/3%.  One  may,  perhaps,  regard  this  as  pure  interest  so 
faT  as  England  is  concerned. 

Pure  interest  in  Canada  is  rather  higher,  but  we  have 

*Ma.rs'hall  calls  this  net  interest,  while  the  market  rate,  includ- 
ing payments  for  risk,  for  inconvenience  of  having  money  tied  up, 
etc.,  is  gross  interest. 
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no  such  well-known  sitandard  to  measure  it  by,  as  most  of 
our  Canadian  Government  securities  are  held  in  London. 
Perhaps  the  government  bonds  of  the  Province  of  Ontario, 
which  has  a  very  favourable  financial  position,  enormous 
resources  and  a  comparatively  small  debt,  might  be  recog- 
nized as  an  inve^3tment  where  the  element  of  risk  is  and  is 
known  to  be  practically  eliminat^jd.  In  January,  1913, 
these  were  advertised  to  yield  3.90  per  cent.  We  may  con- 
sider this  rate  an  approximation  to  pure  interest  as  we 
have  it  in  Canada.  There  are  lower  yields  on  stocks 
quoted  in  our  stock  markets,  but  in  such  cases  the  stocks 
are  being  dealt  in  for  speculative  purposes  rather  than  as 
an  investment — rather  for  prospective  advance  in  the  sell- 
ing price  than  for  the  interest  yield. 

If  we  look  at  the  stock  prices  and  yields  of  dividend 
paying  stocks  as  shown  in  any  number  of  a  Canadian  finan- 
cial paper,  we  shall  see  the  rates  of  yield  going  all  the  way 
up  from  about  4%  in  the  case  of  provincial  government 
loans  to  about  4^%  in  the  case  of  large  Eastern  cities,  to 
5%  in  the  case  of  small  Western  cities,  6%  in  the  case  of 
industrial  bonds,  7%  to  8%  in  the  case  of  preferred  indus- 
trial stocks,  and  as  high  as  from  20%  to  25%  in  the  case 
of  mining  stocks  where  there  is  or  is  thought  to  be  a  great 
risk  of  loss  through  the  failure  of  ''pay  dirt."  All  these 
extra  returns  are  payments  for  risk  and  are  not  a  part  of 
true  interest  at  all.  It  is  worthy  of  notice  that  the  repu- 
tation of  a  stock — which  may  be  undeserved — will  affect 
the  price  of  its  issues  and  therefore  the  yield  on  an  in- 
vestment in  it. 

Variations  in  Rate  of  Net  Interest. 

We  have  said  that  pure  interest  in  Great  Britain  as 
measurer  by  the  price  of  Consols,  is  about  3  1-3%.  Now 
it  has  not  always  been  so  high  as  that.  In  ]  897  the  rate  of 
pure  interest  in  Great  Britain  was  only  about  2^% — it 
cost  £112  to  buy  an  annuity  of  £2  15  shillings.  Why  is 
there  such  a  difference  now?  The  reason  may  be  stated 
briefly.    Pure  interest  is  a  market  price  of  capital,  arrived 


ECONOMICS  11 

at  between  the  buyer  of  capital  and  the  seller  of  capital. 
If  there  are  many  buyers  and  few  sellers  of  capital,  the 
rate  of  puTe  interest  is  high ;  if  there  are  few  buyers  and 
many  sellers,  the  rate  of  interest  is  low.  In  1897  the  sup- 
ply of  money  for  investment  was  greater  than  the  de- 
mand; to-day  the  demand  is  greater  than  the  supply. 

Interest  Rate  and  Its  Influence  on  Saving. 

It  may  be  said  that  in  a  period  like  the  present  when  the 
rate  of  pure  interest  is  compaTatively  high,  the  sellers  of 
capital  will  use  every  endeavour  to  increase  their  savings. 
The  increased  yield  on  those  savings  will  make  it  worth 
their  while  to  do  so.  It  must  be  remembered  that  every 
dollar  saved  means  a  doing  without  something  that  they 
might  possibly  have  had,  and  that  it  costs  a  man  more  and 
more  self-sacrifice  to  increase  his  savings. 

When  a  man  who  has  been  saving  notliing  out  of  his 
$2,000  salary  begins  to  save  $100  a  year  by  reducing  his 
expenses,  he  naturally  sacrifices  first  of  all  those  articles 
which  out  of  all  that  he  has  bought  during  the  year,  have 
had  least  utility  to  him.  When  he  determines  to  save  $200 
a  year,  he  must  cease  to  purchase  articles  whose  utility  to 
him  was  greater  than  that  of  the  articles  which  he  might 
have  purchased  with  the  first  $100  saved.  Every  -addi- 
tional hundred  that  our  man  with  the  $2,000  salary  saves 
means  a  greater  sacrifice  of  his  tastes,  his  little  luxuries, 
his  comforts.  At  last  he  may  come  to  the  point  where  he 
is  ready  to  sacrifice  the  very  necessities  of  life  in  order  to 
be  *able  to  save  a  few  extra  dollars,  and  here  it  may  well 
cost  him  as  much  hardship  and  sacrifice  to  save  an  addi- 
tional $5  or  $10  as  it  did  to  save  the  first  $100. 

Just  as  we  all  know  people  who  sacrifice  the  future  to 
the  present,  who  save  nothing  at  all  for  future  needs,  so 
we  probably  know  people  who  sacrifice  the  present  to  the 
future,  who  save  so  strenuously  for  their  possible  future 
needs  that  their  life  in  the  present  is  hardly  worth  living. 
They  are  more  rarely  met  with  than  the  spendthrifts,  but 
there  are  a  good  many  of  them  all  the  same. 
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Now  as  it  demands  a  greater  sacrifice  on  the  part  of  the 
owner  to  save  the  second  hundred  of  his  $2,000  income 
than  the  first,  it  will  in  all  probability  take  a  higher  rate 
of  interest  to  induce  him  to  save  it.  It  will  take  a  higher 
rate  of  interest  to  induce  him  to  save  the  third  hundred 
than  the  second,  and  a  higher  rate  to  save  the  fourth  hun- 
dred than  the  third.*  If  he  saved  $300  a  year  when  the 
rate  of  pure  interest  was  3^%,  he  may  save  another  hun- 
dred when  the  rate  of  pure  interest  goes  up  to  4%.  The 
stimulus  leading  him  to  save  is  just  so  much  greater.  Of 
course,  he  may  not  invest  in  the  4%,  but  in  something 
where  there  is  a  risk  of  losing  and  where  the  return  is 
higher.  Still  the  return  in  the  enterprise  chosen  is  likely 
to  be  higher  when  the  rate  of  pure  interest  is  4%  than 
when  it  is  only  3%.  He  probably  receives  1%  more  than 
he  otherwise  would  in  either  case. 

Denunciation  of  Interest. 

The  institution  of  interest  has  been  extensively  de- 
nouueed  of  late  years  by  many  so-called  social  reformers, 
particularly  by  the  Marxian  Socialists,  as  involving  the 
robbery  of  the  wage-earners  and  their  reduction  to  a  state 
of  what  is  known  as  '  Svage-slavery. "  The  return  paid  to 
the  shareholders  in  a  railway  or  a  business  is,  according  to 
them,  filched  from  the  wage-earners  of  that  railway  or 
that  business  institution.  They  have  to  do  the  work  while 
the  shareholder  sits  back  and  takes  the  money  which  he 
has  not  earned. 

Early  Prohibition  of  Interest. 

The  best  answer  to  such  an  argument  is  to  be  found  in 
the  history  of  interest.     The  socialists  pornt  to  the  pro- 

*lf  you  neglect  his  life'  insurance  as  savings,  and  consider  it 
as  a  sort  of  replacement  allowamce  for  the  loss  of  the  human 
machine  to  those  dependeint  upon  him,  the  truth  of  our  illustration 
will  be  more  obvious.  The  average  salaried  man  with  a  family 
and  no  saved-up  capital,  will  take  out  a  policy  to  replace  his  earn- 
ing power  m  case  of  his  death,  wTiether  he  does  any  other  saving 
or  not.  Of  course,  the  amount  he  will  need  to  take  will  vary  with 
the  cost  of  living  and  rate  of  interest  obtainable  on  money. 
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hibitiou  of  interest  in  early  times  as  a  ground  for  its  aboli- 
tion to-day,  but  they  fail  utterly  to  understand  the  differ- 
ence of  conditions  which  we  shall  now  proceed  to  explain. 

The  laws  of  Moses,  the  philosophy  of  Aristotle,  the 
ethical  teachings  of  the  early  Christian  Church,  all  forbade 
or  discountenanced  the  payment  and  the  receipt  of  in- 
terest. The  reason  for  this  prohibition  of  interest  in  early 
societies  is  simply  this:  among  a  primitive  agricultural 
people  the  money  advanced  to  a  borrower  by  a  lender  was 
not  intended  to  be  nor  was  it  likely  to  be  used  in  a  repro- 
ductive way  by  either  of  them,  so  that  the  borrower  made 
no  profit  in  money  or  commodities  by  its  use,  nor  did  the 
lender  lose  anything  special  by  parting  with  it  for  a  time. 
His  wants  could  probably  be  quite  satisfied  without  it.  In 
a  simple  agricultural  society  like  that  of  Palestine  at  the 
time  of  Jodiua  or  of  England  in  the  reign  of  William  the 
Conqueror  there  was  very  little  opportunity  for  the  re- 
productive investment  of  capital;  in  fact  there  was  little 
capital  needed  by  the  ordinary  cultivator,  except  a  yoke  of 
oxen,  a  few  rude  tools  and  seed  corn.  If  he  borrowed,  he 
did  so,  not  to  improve  his  land  or  to  increase  his  live 
stock,  not  to  earn  a  bigger  dividend,  but  simply  to  buy 
corn  enough  to  feed  himself  and  his  family  until  the  next 
harvest. 

Money  used  for  such  a  purpose  cannot  be  called  capital 
at  all,  since  we  have  already  defined  capital  as  "the  pro- 
duet  of  pasit  labour  used  to  subserve  the  process  of  future 
production. ' '  Capital  is  loaned  for  reproductive  purposes ; 
these  loans  were  made  for  unproductive  consumption. 
There  was  usually  a  charitable  motive  in  them,  as  indeed  is 
indicated  by  several  New  Testament  passages,  as  well  as 
by  innumerable  mediaeval  references.  They  were  charit- 
able or  paternal,  not  economic  or  business  loans.  The 
borrower  did  not  gain  anything  by  borrowing;  the  lender 
who  had  money  to  lend,  lost  little  by  lending  it,  since  he 
could  not  usually  invest  it  reproductively.  Loans  were 
made,  therefore,  "for  the  love  of  God,"  and  not  for  any 
economic  motive  whatever.     If  the  lender  were  not  in- 
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fluenced  by  "the  love  of  God"  he  would  probably  not  lend 
at  all. 

Interest  in  the  Middle  Ages. 
In  mediaeval  times  only  the  Jews  and  irreligious  per- 
sons took  interest  on  money  loaned,  and  at  one  time  ex- 
communication was  pronounced  upon  all  Christians  re- 
ceiving interest  from  their  debtors.  Slowly,  however, 
certain  changes  took  place ;  indeed,  almost  all  through 
this  period  there  was  some  slight  recognition  of  the  right 
of  a  lender  to  compensation  in  certain  cases.  For  in- 
stance, if  *a  debtor  promised  to  pay  his  creditor  by  a  cer- 
tain day,  and  disappointed  him,  so  that  the  creditor  was 
prevented  from  meeting  his  own  obligations  and  suffered 
loss  thereby,  it  was,  even  from  the  first,  acknowledged 
that  his  debtor  ought  to  compensate  him  for  that  loss. 
This  judgment  was  all  right,  but  what  was  to  prevent 
the  two  coming  to  an  arrangement  beforehand  that  the 
loan,  while  purporting  to  be  for  a  certain  time,  should 
really  be  for  a  longer  time,  and  that  the  creditor  should 
pretend  to  be  injurerf,  and  should  receive  money  from 
the  debtors  as  compensation  for  this  injury?  This  was 
continually  done  throughout  the  Middle  Ages  in  order 
to  avoid  the  Church's  restrictions. 

Interest  Becomes  Common  with  the  Growth  of  Trade. 

The  old  doctrine,  that  all  interest  was  usury,  and  that 
the  taking  of  interest  on  money  lent  was  a  mortal  sin, 
lasted  until  the  time  when  trade  began  to  grow.  Then 
we  find  merchants  inducing  persons  who  possessed  some 
capital  to  go  into  a  sort  of  silent  partnership  with  them 
to  share  the  gains  and  losses  of  their  enterprises.  This 
the  Church  approved,  provided  that  the  capitalists  were 
really  partners,  sharing  in  losses  as  well  as  in  gains.  How- 
ever, these  capitalists  were  often  more  anxi6us  to  have  the 
safe  return  of  their  capital,  with  a  small  interest,  than  to 
run  the  very  considerable  risk  of  loss ;  and  in  the  sixteenth 
century  we  find  interest  thoroughly  established  in  the 
countries  where  the  Reformation  prevailed,  which  were 
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the  chief  trading  countries.  Later  on  we  find  even  the 
Roman  Catholic  Church  giving  up  the  old  doctrine,  vs^hich 
regarded  the  receipt  of  interest  as  a  sinful  act. 

Reasons  for  Change  in  Modern  Times. 

Why  did  this  change  take  place  ?  Why  do  our  modern 
view^s  differ  so  absolutely  from  those  of  the  mediaevals? 
If  we  find  the  reason,  and  if  it  commends  itself  to  our 
judgment,  we  shall  have  an  answer  to  give  to  our  Social- 
ist critics,  who  declare  that  interest  is  simply  the  product 
of  the  exploitation  of  the  poor  by  the  rich — of  the  prole- 
tarian by  the  capitalist. 

The  distinction  lies  here:  Mediaeval  loans  were,  in  the 
main,  not  for  reproductive  or  economic  purposes.  They 
were  made  in  order  to  help  the  poor  cultivator  to  survive 
the  failure  of  his  crops,  or  to  aid  the  knight  to  equip 
himself  for  war  or  a  crusade.  Here  it  is  quite  true  that 
the  money  lent  did  not  reproduce  itself;  did  not  help,  by 
the  use  to  which  it  was  put,  to  discharge  the  loan  with 
interest  and  still  leave  the  debtor  better  off  than  before. 
On  the  contrary,  it  made  him  worse  off  than  before,  just 
as  the  small  loans  which  salaried  people  and  wage-earners 
often  secure  to-day  in  time  of  illness  or  unemployment 
are  unproductive,  often  resulting  in  the  ruin  of  the 
debtor  when  the  exorbitant  rate  of  interest  usual  to  the 
small  advertising  money-lender  is  exacted.  Perhaps  in 
such  cases  it  would  be  well  even  to-day  that  philanthropic 
people  should  subscribe  a  fund  from  which  such  loans 
could  be  made  without  interest  (except  for  the  cost  of 
management  of  the  fund)  or  'at  a  very  low  rate.  But  such 
loans  should  be  made,  as  the  mediaeval  phrase  put  it,  ''for 
the  love  of  God"  if  they  are  made  at  all.  They  have 
nothing  whatever  to  do  with  the  business  or  economic 
loans  of  to-day. 

Does  Interest  Involve  Oppression? 

These  present-day  loans  are,  as  we  have  seen,  made  for 
productive     purposes.       They     are     made     because     the 
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borrower,  who  is  often  very  much  wealthier  than  the  len- 
der, believes  that  he  can  afford  to  pay  a  reasonable  rate  of 
interest  and  still  make  a  profit  for  himself.  In  the  major- 
ity of  oase^  he  carries  out  his  schemes  successfully  and 
pays  interest  to  those  who  have  advanced  him  capital. 
Wiio  is  injured  by  his  doing  so?  Clearly  he  is  not ;  neither 
are  his  creditors.  Who  is  there  who  has  any  complaint  to 
make?     No  one. 

But,  say  the  'Socialists,  the  workers  or  proletariate  suffer 
injustice  in  that  they  do  not  receive  the  full  value  of  their 
labour.    The  case  may  be  boiled  down  to  this : 

Let  us  suppose  that  we  have  two  workers — equally  good 
— in  an  agricultural  community,  one  of  whom  is  a  thrifty 
and  saving  fellow,  while  the  other  spends  all  he  makes. 
The  saving  man  employs  his  spare  time  in  trying  to  pro- 
duce tools  which  will  enable  him  to  do  his  work  more 
efficiently;  let  us  say  that  he  produces  a  tool  that  would 
enable  either  himself  or  his  spendthrift  neighbor  to  in- 
crease the  product  of  their  laibor  by  50  per  cent.  He  use^ 
it  himself  for  'awhile  and  perhaps  produces  a  second  tool 
of  the  same  kind  which  he  lends  to  his  neighbor  on  con- 
dition that  he  receives  half  of  the  increase  in  the  latter 's 
product.  Can  the  first  man  be  justly  called  an  oppressor 
of  the  other?  They  both  stand  to  gain  under  the  new 
arrangement — Iboth  the  lender  and  the  borrower.  Of 
course,  we  cannot  consider  the  lender  a  disinterested 
philanthropist.  But  then  few  men  are.  Neither  can  he  be 
called  a  robber.  He  belongs  to  the  great  mass  of  men  who, 
although  they  do  not  mean  to  practise  any  injustice,  are 
still  resolved  to  seek  their  own  economic  advantage  in 
their  business  transactions. 

Non-Economic  Loans. 

Miany  loans  are  even  to-day  made  for  non-productive 
purposes.  Conspicuous  examples  of  these  are  the  national 
debts  of  the  European  powers,  mainly  incurred  on  account 
of   wars   or   armaments.     Here   the   borrower   makes   no 
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economic  use  of  the  money  borrowed.  Why,  then,  does 
he  pay  interest? 

The  borrowing  nations,  which  we  may  take  as  typical 
of  all  non-economic  borrowers,  pay  interest  because  they 
have  to  in  order  to  get  money.  All  around  them,  in  the 
great  money  markets  of  the  world,  are  real  economic  bor- 
rowers, trying  to  secure  capital  for  reproductive  uses  and 
investing  that  capital  at  the  very  ends  of  the  earth  where 
lie  the  new  countries  that  can  be  developed  most  rapidly 
by  its  aid.  These  borrowers,  in  many  cases  already  mas- 
ters of  potential  natural  resources  which  will  be  actualized 
by  the  railw^ays  or  factories  which  they  intend  to  build, 
are  in  a  position  to  pay  a  comparatively  high  rate  of 
interest  without  being  in  any  danger  of  everstepping  the 
mark — of  paying  away  all  their  profits  in  interest  on  their 
loans. 

Therefore  the  non-economic  borrowers  whose  credit  is 
(let  us  say)  equally  good  with  that  of  the  economic  bor- 
rowers, must  pay  equally  high  rates  for  money,  and  must 
pay  these  rates,  like  any  other  spendthrifts,  out  of  their 
capital  resources.  The  credit  of  certain  nations,  however, 
is  better  than  (that  of  any  individual  economic  borrower, 
and  accordingly  they  can  get  money  at  a  lower  rate  of 
interest.  Of  course  when  the  demand  for  capital  is  greater 
than  the  supply,  the  rate  of  interest  will  be  higher  than 
when  the  supply  is  greater  than  the  demand.  From  this 
point  of  view,  the  nations  of  the  world  would  be  doing  the 
greatest  possible  service  to  the  economic  borrowers  and 
to  the  economic  development  of  the  newer  countries  if 
they  would  abolish  armaments,  pay  off  their  national 
debts,  and  thus  set  free  enormous  masses  of  saved-up  capi- 
tal to  be  used  for  reproductive  purposes.  The  rate  of  in- 
terest would  naturally  decline  on  account  of  the  lessened 
demand  for  capital,  and  this  fact  would  make  possible 
many  schemes  of  development  which,  at  the  present  high 
rates  of  interest  on  capital,  cannot  be  made  to  pay. 
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Conclusion. 

From  all  that  has  been  said  we  come  to  the  general  con- 
clusion that,  our  Socialist  friends  to  the  contrary  notwith- 
standing, the  receipt  and  the  payment  of  interest,  in  the 
modern  world,  are  quite  natural,  inevitable  and  legitimate 
transactions.  The  lender  suffers  a  certain  deprivation  by 
lending;  the  interest  which  he  receives  is  his  compensation 
for  this  deprivation.  The  borrower  makes  a  gain  through 
the  use  of  the  capital  that  is  lent  to  him ;  it  is  only  right 
that  he  should  divide  that  gain  with  the  person  who  has 
made  it  possible.  The  rate  of  interest  is  decided  in  the 
open  market  by  the  free  and  open  competition  of  the  buy- 
ers and  sellers  of  capital,  and  by  the  risk  of  loss.  No  one, 
through  the  institution  of  interest,  loses  anything  to  which 
he  has  a  natural  right ;  millions  would  lose  their  all  if  it 
were  abolished.  Fortunately,  there  is  no  real  danger  of 
this  coming  to  pass. 
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EXAMINATION    QUESTIONS 
ECONOMICS. 

LESSON  XII. 

1.  Define  interest  and  give  the  derivation  of  the  term. 

2.  Why  can  the  entrepreneur  afford  to  pa}^  interest? 
Why  does  he  do  so? 

3.  Why  does  the  lender  of  money  for  business  purposes 
receive  interest  ? 

4.  Compare  the  value  to  a  man  of  'a  certain  future  com- 
modity with  that  of  a  present  commodity  of  the  same 
kind. 

5.  Would  any  saving  take  place  if  interest  were  abol- 
ished?   If  so,  why? 

6.  Distinguish  pure  or  net  interest  from  gross  or  market 
interest. 

7.  What  is  the  probable  influence  on  saving  of  a  rise  in 
the  rate  of  interest?     Of  a  fall? 

8.  Why  was  the  receiving  of  interest  prohibited  in 
primitive  societies?  When  and  why  did  that  prohi- 
bition become  a  dead  letter? 

9.  Does  interest  to-day  involve  oppression  of  the  bor- 
rower? 

10.  Why  is  interest  paid  on  loans  for  non-productive  pur- 
poses? Why  can  nations  raising  loans  for  non-pro- 
ductive purposes  get  their  money  more  cheaply  than 
entrepreneurs  raising  money  for  reproductive  pur- 
poses? 
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ECONOMICS 

LESSON  XIII. 

Wages. 

HE  two  preceding  lessons — Lessons  XI  and  XII — 
have  dealt  with  Rent  and  Interest — the  shares 
of  the  landlord  and  the  capitalist  respectively 
in  the  product  of  industry;  in  the  present  les- 
son, Wages — the  laborer's  or  salaried  man's 
share — will  be  considered.  This  subject  will 
involve  us  in  the  discussion  of  some  very 
knotty  and  controversial  problems. 

Wages  Usually  the  Largest  of  the  Four  Shares. 

The  importance  of  the  subject  of  wages  may  be  admitted 
when  we  consider  the  proportion  of  the  product  of  indus- 
try which  comes  into  the  hands  of  the  wage-earner.  This 
we  may  estimate,  so  far  at  least  as  our  manufacturing  in- 
dustries are  concerned,  by  referring  to  the  statistics  of  the 
Canadian  census  of  1911.  According  to  these  records,  the 
total  value  of  manufactured  goods  produced  in  Canada 
in  1910  was  $1,165,975,639,  while  the  raw  materials  or 
partly  manufactured  goods  secured  for  use  in  further  pro- 
cesses were  worth  $601,509,018.  Thus  the  net  addition 
made  by  manufacture  to  the  value  of  commodities  in  that 
year  was  $564,466,621,  and  we  may  imagine  this  sum  as 
having  come  into  the  entrepreneurs'  hands  in  1910  as 
return  for  the  sale  of  their  product.  After  providing  for 
depreciation  in  plant,  insurance,  etc. — fairly  heavy  charges 
which  I  have  no  means  of  estimating — they  proceed  to 
divide  the  balance  among  the  four  classes — land-owners, 
capitalists,  laborers  and  entrepreneurs — and,  according  to 
our  statistics,  $241,008,416  went  in  economic  wages.*  This 
constitutes  about  42.6  per  cent,   of  the  total  product  of 

*It  is  first  of  all  to  be  noted  that  wages,  from  the  economic 
point  of  view,  include  the  salaries  of  even  highly  paid  officials,  of 
teachers,  ministers,  civil  servants,  superintendents,  etc.  Of  course 
our  figures  relate  exclusively  to  manufactures,  and  include  the 
salaries  of  superintendents,  foremen,  and  office  staff. 
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manufactures.  So  we  see  that  there  is  no  doubt  that  wages 
is  the  largest  single  division  of  the  product  of  industry. 
It  is,  of  course,  distributed  among  by  far  the  most  numer- 
ous class  of  the  contributors  to  production. 

Increase  of  Average  Wages  in  the  Past  Decade. 

If  the  total  wages  are  divided  by  the  number  of  wage- 
earners  and  salaried  persons  as  shown  by  the  census 
(515,208),  it  is  found  that  the  average  annual  money  wage 
is  $467.79,  equivalent  to  an  average  wage  of  $9  per  week. 
While  this  seems  a  low  figure,  it  must  be  remembered  that 
in  our  51'5,203  wage-earners  is  included  a  very  large  num- 
ber of  unskilled  laborers,  women-workers  and  young  peo- 
ple, apprentices,  etc.  In  1900,  the  average  wage,  as  shown 
by  the  census,  was  only  $333.90  per  year  or  6.42  per  week. 
The  increase  of  $2.58,  or  roughly  40  per  cent.,  represents 
a  general  progress  in  the  condition  of  the  working  class — 
a  progress  in  comfort  modified  by  the  increased  cost  of 
living.  The  average  cost  of  living,  according  to  the  Do- 
minion Government  statistics,  increased  about  15.6  per 
cent,  between  1900  and  1910.  It  is  evident  that,  even  after 
allowing  for  this,  the  average  wage-earner's  or  salary- 
earner's  position  in  1910  was  something  like  25%  better 
than  in  1900.  This  is  a  very  satisfactory  and  interesting 
conclusion. 

So  much  for  the  general  statistics  of  wages.  Coming 
down  to  our  own  experience  and  considering  the  wage- 
earners  whom  we  see  around  us  and  their  wages,  we  find 
that  the  latter  vary  considerably  in  different  occupations, 
that  the  man  with  a  trade  usually  receives  more  than  the 
unskilled  laborer,  that  men  ordinarily  receive  higher 
wages  than  women,  and  women  higher  wages  than  young 
people.  What  are  the  general  principles  that  account  for 
these  variations  in  the  rates  of  wages? 

Labour  a  Commodity. 

In  the  first  place,  why  does  the  entrepreneur  pay  wages? 
He  pays  wages  to  his  laborers  in  return  for  their  personal 
services  in  the  work  of  production,  whether  these  services 
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are  rendered  in  the  form  of  manual  or  of  mental  labour. 
These  services,  which  Economics  bulks  under  the  name  of 
labour,  are  commodities;  labour  is  a  commodity  which  is 
sold  by  the  laborer  and  bought  by  the  entrepreneur.  It  is 
not,  as  some  people  claim,  a  uniform  commodity;  it  is  of 
many  kinds  and  of  varying  qualities,  some  of  which  are 
useful  for  some  purposes,  others  for  other  purposes. 
Wages  Decided  By  Higgling  of  the  Market. 
The  market  price  of  this  commodity  in  its  various  quali- 
ties is  decided  just  as  the  price  of  any  other  commodity  is 
settled,  by  the  higgling  of  the  market,  in  this  case  the 
labour  market — by  the  supply  and  dem^tnd,  by  the  bar- 
gaining between  the  buyers  and  sellers  of  labor  and  by 
their  respective  keenness.  Where,  as  in  the  Canadian 
North-West,  the  demand  for  labour  is  greater  than  the 
supply,  wages  are  high;  where,  as  in  Europe,  the  supply 
of  labour  is  often  greater  than  the  demand,  wages  are  low. 
Usually  supply  is  greater  than  demand  in  the  lower  un- 
skilled sorts  of  labour;  the  opposite  is  ordinarily  true  of 
the  highest  and  most  specialized  grades.  The  reason  for 
this  is  probably  that  a  good  many  men  of  the  higher  grades 
of  labour  are,  through  vice  of  some  kind  or  another  or 
through  the  elimination  of  their  particular  specialty  by 
some  improvement  in  machinery,  relegated  to  the  lower 
unskilled  class  of  laborers.  No  doubt  a  great  many  others 
are  at  the  same  time  rising  in  the  industry;  a  great  many 
fathers  in  the  less  skilled  trades  are  placing  their  sons  in 
the  more  highly  skilled  occupations.  As  civilization  has 
progressed,  man's  needs  have  become  more  complicated, 
requiring  an  ever  greater  amount  of  skilled  labour  in 
order  to  satisfy  them.  The  increased  use  of  machinery 
has  also  taken  away  much  more  of  the  work  of  unskilled 
than  of  skilled  men,  and  thus  the  number  of  unskilled 
laborers  required  in  the  world's  work  bears  a  decreasing 
proportion  to  the  total.  To  give  an  example :  if  teams  are 
in  the  next  decade  replaced  by  great  electric  trucks  carry- 
ing ten  times  the  load  that  a  team  of  horses  draws,  will  this 
very  fact  not  give  rise  to  an  unemployment  problem  of 
considerable  magnitude? 
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Labour  is  a  Commodity  of  a  Peculiar  Kind. 

Labour,  then,  is  a  commodity,  but  it  is  a  commodity  in 
one  respect  different  from  all  other  commodities  which  we 
know:  it  is  inseparable  from  the  person  of  the  laborer. 
Wherever  he  sells  his  labour,  there  he  has  to  go.  The 
typical  laborer  of  to-day  goes  into  the  factory ;  or,  acting 
under  his  employer's  orders,  boards  a  railway  train  for  a 
distant  destination,  and  there  sells  to  his  employer  services 
which  are  inseparable  from  his  own  person.  It  may  be 
said,  indeed,  that  he  sells  part  of  himself. 

Labour  a  Perishable  Commodity. 

Further,  his  commodity  is  a  perishable  one,  and  he  either 
has  to  sell  it  for  what  he  can  get  for  it,  like  a  fruit  mer- 
chant with  over-ripe  fruit  on  Saturday  night,  or  lose  it 
altogether.  Every  daj^,  every  hour  that  he  loses,  perishes 
absolutely  without  bringing  him  in  anything  whatever.  It 
seems  at  first  sight  as  if  he  ought  to  accept  the  very  lowest 
wages  rather  than  spend  an  idle  hour.  He  does  not,  how- 
ever, usually  do  this,  because  of  its  demoralizing  effect  on 
the  market.  In  the  same  way  a  merchant  will  sometimes 
destroy  goods  of  a  certain  kind  rather  than  sell  them  at  an 
excessively  low  price,  since  the  latter  proceeding  might 
destroy  his  market  for  further  supplies  of  the  same  goods. 

Buyer  of  Labour  Has  Advantage. 

Again  we  should  note  that  in  the  higgling  of  buyer  and 
seller,  the  buyer  of  labour  is  ordinarily  at  an  advantage. 
He  is  usually  a  more  intelligent  man  than  the  seller  of 
labour;  as  a  business  man  he  is  generally  more  skilled  in 
making  bargains  than  the  seller  of  labour ;  he  is  economic- 
ally the  stronger,  and  can  better  afford  to  wait  till  the 
laborer  comes  to  his  terms.  In  the  higgling  of  the  market, 
the  individual  employer  with  an  economic  strength  usually 
greater  than  that  of  many  laborers,  is  much  more  than  a 
m.atch  for  the  individual  employee.  Out  of  this  state  of 
things  have  risen  the  combinations  of  various  laborers  to- 
gether in  order  to  maintain  or  advance  their  rate  of  wages. 
Such  a  combination  is  known  as  a  trade  union.    It  employs 
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officials  trained  in  bargaining  and  acquainted  with  the 
state  of  the  labour  market,  and  has  thus  succeeded  in 
securing  for  the  worker  a  higher  rate — some  think  too 
high — for  his  labour  than  he  could  have  succeeded  in 
getting  for  himself  by  his  unaided,  individual  efforts.  Its 
method  of  dealing  with  employers  is  known  as  collective 
bargaining — bargaining  at  one  time  for  all  the  members 
of  the  union  in  a  certain  trade  in  a  town  or  city.  We  shall 
have  more  to  say  about  the  Trade  Unions  in  Lesson  XV., 
which  will  deal  with  Labour  Problems. 

The  Cost  of  Production  of  Labour. 

If  we  were  asked  what  factors  decided  the  prices  of 
other  commodities,  and  were  told  that  supply  and  demand 
decided  them,  we  should  hardly  consider  this  a  complete 
answer.  We  should  go  on  to  enquire  what  conditions  lay 
behind  supply  and  demand.  We  should  come  to  the  gen- 
eral conclusion  that  the  supply  of  most  commodities  de- 
pended upon  the  cost  of  production  to  the  last  producer 
whose  product  is  required  at  the  market  price.  And  we 
shooild  say  that  demand  depends  upon  the  marginal  utility 
of  commodities  to  buyers. 

Now,  leaving  the  demand  side  out  of  consideration  for 
the  present,  what  corresponds  to  cost  of  production  in 
the  case  of  the  laborer?  What  is  the  cost  of  producing  the 
commodity,  labour?  I  suppose  that  w^e  should  say  that  it 
is  the  cost  of  maintaining  the  laborer  in  health  and  in  an 
efficient  condition  to  perform  his  labour.  This  is  not  all, 
however.  The  laborer  is  not  able  to  work  all  through  his 
life ;  the  cost  of  production  must  include  the  cost  of  rear- 
ing him  to  the  age  at  which  he  can  begin  labour  and 
(though  this  is  rather  a  moral  than  a  strictly  economic 
idea)  it  should  include  his  maintenance  after  he  is  past 
labour.  When  a  man  comes  to  us  and  asks  for  work,  we 
do  not,  however,  attempt  to  estimate  the  cost  of  his  train- 
ing to  decide  his  wage.  But,  what  amounts  to  almost  the 
same  thing,  we  usually  pay  him  a  sufficient  wage  to  enable 
him  to  maintain  his  wife  and  family  as  well  as  himself. 
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His  wage  helps  in  rearing  his  children  to  the  age  of  pro- 
ductive labour,  instead  of  being  applied  against  the  cost 
of  production  of  our  laborer  himself.* 

Just  as  in  ordinary  consumption  goods  will  not  usually 
be  sold  under  cost  of  production,  so  the  wages  of  labour 
will  not  ordinarily  fall  below  the  cost  of  maintenance.  In 
both  cases  there  are,  no  doubt,  a  good  many  exceptions  to 
the  general  rule;  we  shall  consider  them  hereafter. 

The  Utility  of  Labour. 

The  wages  of  labour  need  not,  however,  be  merely  equal 
to  the  cost  of  its  production.  That  is  their  lower  limit. 
What  is  their  upper  limit?  Surely  it  is  the  net  increase  in 
product  which  is  due  to  the  employment  of  the  last  or  mar- 
ginal laborer.  If  an  entrepreneur  has  a  hundred  men  in 
his  factory  and  an  additional  man  can  add  $15  a  week  to 
the  net  product  of  the  industry,  he  may  be  engaged,  but 
his  wage  will  not  exceed  $15  a  week,  will  not  in  all  prob- 
ability be  so  high  as  that.  A  wage-earner  cannot  earn 
more  than  he  brings  in  to  his  employer.  The  upper  limit 
of  his  wage  is  his  productivity.  His  utility  to  his  employer 
as  measured  by  the  latter,  is  equal  to  the  number  of  dollars 
worth  of  product  which  he  can  produce  in  a  given  period 
of  time,  less  the  necessary  charges  for  housing  him,  pro- 
viding him  with  machinery,  power,  etc.,  and  less  the  dis- 
count for  the  interval  elapsing  between  the  payment  of  his 
wages  and  the  sale  of  the  finished  product. 

Between  these  two  limits,  then — cost  of  production  foi- 
maintenance  and  utility  to*  the  employer  in  productivity — 
wages  fluctuate.  At  what  point  between  the  two  limits 
they  will  be,  we  cannot  tell.  This  will  be  decided  by  the 
relative  bargaining  strength  of  the  employer  and  the  em- 
ployee. Take,  for  example,  the  man  in  the  last  paragraph 
whose  net  utility  to  his  employer  is  equal  to  $15  per  week ; 
suppose  his  cost  of  maintenance  is  $10  per  week.     If  he 

*Compare  the  agitation  for  the  fixation  of  a  legal  minimum 
wage,  and  the  passage  of  such  legislation  for  many  Australian 
and  some  English  industries. 
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stands  alone  or  is  resident  in  a  community  where  there  is 
only  one  possible  buyer  for  his  labour,  it  is  likely  that  his 
wage  will  be  near  the  lower  limit;  if  he  is  united  with  the 
other  men  of  his  craft  or  if  there  is  keen  competition  for 
his  services,  he  is  likely  to  find  his  wages  approach  the 
higher  limit.  Of  course  in  this  reasoning  we  have,  for  the 
sake  of  clearness,  neglected  the  important  fact  that  one 
employer  may  be  able  to  make  a  much  more  productive 
use  of  the  energies  of  our  laborer  than  another;  thus  the 
first  employer  may  be  able  to  offer  a  wage  which  would  be 
ruinous  to  the  second. 

The  Bargain  Theory  of  Wages. 

Here,  then,  we  have  a  statement  of  the  accepted  theory 
of  wages — the  Bargain  Theory  of  Wages,  which  is  based 
mainly  upon  the  analogy  of  labour  and  other  commodities. 
It  involves  the  assumption  that  the  price  of  labour  is  fixed, 
just  as  is  the  price  of  any  other  commodity,  by  supply  and 
demand,  supply  being  based  upon  cost  of  production,  and 
demand  upon  the  utility  of  the  commodity  to  the  pur- 
chaser thereof. 

While  this  bargain  theory  may  satisfy  us,  we  must 
remember  that  there  are  many  whom  it  will  not  satisfy. 
The  Socialists  do  not  agree  with  it ;  the  early  economists 
did  not  accept  it.  It  is  a  new^  theory,  whose  acceptance  is 
consequent  upon  the  acceptance  of  the  Austrian  theory  of 
value — that  value  is  based  upon  marginal  utility.  Many 
people  quite  sincerely  hold  other  views  and  back  them  up 
with  the  great  names  of  Adam  Smith  and  David  Ricardo, 
as  well  as  those  of  Lassalle  and  Marx.  It  is  necessary  for 
us  to  consider  these  views  of  the  early  economists,  and  to 
explain  them  by  reference  to  the  world  in  which  these 
economists  lived.  Men's  theories  about  wages  have  neces- 
sarily been  greatly  affected  by  what  they  knew  of  the 
wage-earners  around  them.  We  must  begin  by  an  ac- 
count of  the  origin  and  development  of  the  wage-earning 
class. 
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History  of  Wages  and  Wage-Earners. 

In  the  eighteenth  century,  before  the  age  of  factory  pro- 
duction began,  there  was  no  wage-earning  class  properly 
so-called.  Boys  served  an  apprenticeship  to  their  trades 
usually  for  seven  years,  and  then  either  began  business  for 
themselves  with  very  small  capital  or,  if  they  found  they 
had  not  sufficient  money  to  become  masters  in  their  respec- 
tive trades,  they  worked  for  a  few  years  as  journeymen, 
earning  wages  and  saving  what  they  could  in  order  to 
acquire  capital  to  commence  business  for  themselves.  No 
doubt,  idle  and  drunken  journeymen  often  remained  jour- 
neymen throughout  their  lives,  but  the  fairly  thrifty  man 
who  had  some  technical  skill  in  his  trade  did  not. 

After  the  industrial  revolution — the  introduction  of  the 
factory  system — it  was  found  that  the  new  machine  pro- 
duct was  far  cheaper  than  the  old  hand  product.  Accord- 
ingly, the  new  product  displaced  the  old,  and  the  hand- 
workers found  themselves  compelled  either  to  lower  their 
prices  to  the  level  of  the  machine  prices,  to  learn  how  to 
operate  the  machine,  or  to  go  out  of  the  trade,  which  often 
involved  emigration.  Many  slow-thinking  workers  adopt- 
ed the  first  of  these  courses  and  were  slowly  starved  into 
their  graves  as  a  consequence.  Others,  more  adaptable, 
found  other  employment,  often  in  the  new  manufacturing 
cities  of  England.  Still  others  emigrated  and  settled  in 
America,  where  they  lived  a  more  or  less  rough  and  un- 
couth pioneer  life,  but,  ordinarily  at  least,  had  plenty  to 
eat  and  drink. 

The  machinery  used  in  the  new  factories  was  elaborate, 
costing  far  more  money  than  the  average  wage-earner  was 
likely  ever  to  have-at  his  disposal.  Though  a  few  workers, 
by  displaying  great  technical  skill  and  business  ability 
induced  others  to  entrust  them  with  their  capital  and  not 
infrequently  made  fortunes  through  its  use,  the  great  ma- 
jority of  wage-earners  lest  all  hope  of  ever  rising  out  of 
their  position,  of  ever  becoming  independent  of  their 
employer.  They  became  hereditary  wage-earners — the 
proletariate  of  the  Socialists — who  never  controlled  the 
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tools  which  they  used  in  the  process  of  production.  At 
first  they  were  absolutely  dependent  upon  the  employers, 
the  owners  of  the  machinery;  wages  were  reduced  to  the 
minimum  and  young  children  were  forced  to  work  long 
hours,  especially  in  the  cotton  factories,  in  order  to  eke 
out  their  parents'  miserable  wage.  The  horrible  oppres- 
sion which  English  workers  endured  in  the  first  half  of  the 
nineteenth  century  is  to  be  read  of  not  only  in  such  rom- 
ances as  Kingsley's  Alton  Locke  or  in  the  writings  of 
sentimentalists  like  Ruskin  (Crown  of  Wild  Olives),  or 
Carlyle  (Past  and  Present),  or  in  poems  such  as  Mrs. 
Browning's  "Cry  of  the  Children."  Terrible  conditions 
are  only  too  plainly  revealed  in  the  evidence  and  reports 
of  grave  Parliamentary  Commissions  and.  Committees. 

Since  that  grievous  time  which  followed  the  invention  of 
machinery  and  its  introduction  into  general  use,  the  course 
of  wages  has  been  on  the  whole  upward.  In  England,  for 
instance,  money  wages  increased  79J  per  cent,  between 
1850  and  1910,  and  real  wages  (purchasing  power  of  the 
money  wages),  increased  69  per  cent. 

It  is  also  to  be  noted  that  wages,  while  increasing,  must 
naturally  be>ar  a  diminished  proportion  to  the  whole  pro- 
duct of  labour.  This  is  necessarily  the  case,  because  the 
more  a  country  gains  in  industrial  skill  and  development, 
the  larger  becomes  the  average  capital  per  workman.  As 
interest  on  that  larger  capital,  the  man  who  advances  it 
must  have  an  increase  in  his  share  of  the  product.  Thus 
in  1900  the  wages  and  salaries  of  those  employed  in  manu- 
factures in  Canada  amounted  to  52.7  per  cent,  of  the  total 
net  product.  In  1910  they  have  sunk  to  42.7  per  cent. 
While  the  percentage  of  the  net  product  going  to  wage- 
earners  has  declined,  the  actual  amount  of  wages  has,  as 
we  have  seen,  greatly  increased. 

Early  Theories  of  Wages. 

At  the  time  when  our  science  of  Political  Economy  was 
beginning  to  arise,  many  writers  naturally  turned  their 
attention  to  the  question  of  wages.  They  saw  the  wage- 
earning  class  rising  up  all  around  them.     They  saw  these 
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people  receiving  higher  wages  in  some  districts  than  in 
others  and  more  steadily  employed  in  some  districts  than 
in  others.  They  speculated  on  the  causes  which  fixed  th-e 
rate  of  wages,  and  their  speculations  were  naturally 
greatly  influenced  by  the  actual  conditions  which  they  saw 
around  them.  Generally  speaking,  the  earlier  theories  of 
wag€s  were  more  pessimistic  than  the  later  theories,  since 
the  position  of  the  working  class  was  then  much  worse. 
Besides  the  Bargain  Theory,  three  chief  theories  of  wages 
have  been  propounded,  all  of  which  it  is  necessary  for  us 
to  discuss,  because,  although  some  of  them  have  been  more 
or  Less  discredited  by  experience,  they  still  retain  an  enor- 
mous influence  over  the  minds  of  millions  of  people.  As 
they  form  the  basis  of  great  popular  movements,  it  is 
necessary  for  us  to  understand  them. 

The  Subsistence  Theory  of  Wages. 

The  first  of  these  great  theories  which  have  so  influenced 
nineteenth  and  twentieth  century  thought,  was  first  ad- 
vanced shortly  before  the  French  Revolution  by  Turgot, 
a  distinguished  French  statesman  and  scholar.  Living 
among  a  poverty-stricken  nation  of  serfs,  villanously  over- 
taxed by  both  church  and  state,  Turgot  naturally  came 
to  the  following  conclusion:  ''In  every  sort  of  occu- 
pation it  must  come  to  pass,  and  in  fact  it  does  come  to 
pass,  that  the  wages  of  the  artisan  are  limited  to  that 
which  is  necessary  to  procure  him  a  subsistence.  .  . 
He  earns  no  more  than  his  living."  This  was  the  begin- 
ning of  what  is  generally  termed  ''The  Subsistence  Theory 
of  Wages"  or  "The  Iron  or  Brazen  Law  of  "Wages."  By 
this  Turgot  did  not  mean  what  we  do  to-day — a  comfort- 
able living — but  merely  enough  food  of  poor  quality  to 
keep  the  wage-earner  from  starving  to  death,  and  enough 
clothes  and  shelter  to  keep  him  from  freezing. 

Adam  Smith  and  Ricardo,  living  in  a  country  where  the 
poorer  classes  were  more  prosperous  than  in  pre-R^evolu- 
tionary  France,  show  a  tendency  to  a  more  optimistic 
theory  than  the  Subsistence  Theory  of  Wages.  Yet  some- 
times they  reverted  to  the  more  hopeless  point  of  view, 
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and  passages  from  Ricardo's  writings  can  be  quoted  which 
give  the  impression  that  he  at  any  rate  implicitly  believed 
in  the  "Iron  Law^  of  Wages."  Malthus,  a  third  writer, 
showed  that  under  existing  conditions  the  workers  could 
not  earn  more  than  a  subsistence  anyway.  If  at  any  time 
and  place  they  did  earn  more,  the  working-classes  would 
certainly  reproduce  themselves  in  such  numbers  that  be- 
fore long  the  labour  market  would  become  congested  and 
wages  would  sink  to  the  minimum  amount  necessary  to 
keep  soul  and  body  together  and  to  enable  the  worker  to 
propagate  his  kind. 

Here  again  we  have  the  subsistence  theory  or  iron  law 
of  wages  expressed  in  the  most  thorough-going  way. 
Assuming  for  the  moment  that  it  were  true,  what  differ- 
ence would  there  be  between  such  a  condition  of  things 
and  slavery?  There  would  be  this  difference  in  favour  of 
the  wage-earner  that  he  could  usually  change  his  em- 
ployer; on  the  other  hand,  the  employer  would  have  no 
interest  in  maintaining  the  wage-earner  in  good  health 
and  taking  care  of  him.  His  interest  would  be  to  exploit 
the  wage-earner  to  the  uttermost,  then  throw  him  aside 
and  engage  another. 

Is  this  a  fair  picture  of  modern  industry?  The  Social- 
ists of  the  German  School  say  so ;  their  great  leaders,  Karl 
Marx  and  Ferdinand  Lassalle,  believed  in  the  subsistence 
theory  of  wages  in  its  narrowest  form.  They  said  that  the 
immense  savings  of  time  and  labour  effected  by  all  the 
1-abour-saving  machinery  that  has  been  invented  have 
gone  into  the  pockets  of  the  capitalists  (among  whom 
they  include  entrepreneurs),  and  that  the  wage-earner  has 
gained  nothing  at  all  from  all  the  progress  of  the  nine- 
teenth and  twentieth  centuries.  All  the  gain  from  all 
these  inventions  has  passed  into  the  hands  of  the  capital- 
ists, and  the  working-class  is  no  better  off  than  before  the 
Industrial  Revolution.  This  is  believed  almost  as  an 
article  of  faith  by  a  very  considerable  number  of  people. 

The  facts  are  against  this  theory,  and  it  is  probably  only 
the  short  memory  of  the  average  worker  which  makes  it 
possible  for  him  to  accept  it.    There  is  abundance  of  sta- 
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tistics  to  show  that  in  the  various  European  nations  both 
wages  and  the  general  conditions  of  life  of  the  working- 
classes  have  greatly  improved  in  the  past  fifty  years — not 
that  they  are  even  now  anything  to  boast  of!  Among 
ourselves  statistics  are  admittedly  very  defective,  but  we 
have  seen  that  both  money  wages  and  real  wages  are  on 
the  up-grade. 

Meaning  of  the  Subsistence  Theory  of  Wages. 

What  is  behind  this  Subsistence  Theory  of  Wages,  and 
why  was  it  advanced?  It  was  based  on  the  experience  of 
its  authors,  yet  at  the  time  when  it  was  promulgated  the 
same  law  of  wages  was  in  force  as  now.  The  difference 
was  that  the  working  classes  were  so  ignorant  and  unen- 
lightened, so  disunited  that  they  could  not  resist  the  em- 
ployer, and  the  supply  of  labour  was  so  much  greater  than 
the  demand,  that  employers  of  labour  were  able  to  force 
down  the  wages  to  the  minimum  at  which  the  workers 
could  keep  body  and  soul  together.* 

The  subsistence  theory  of  wages  permits  of  a  very 
curious  variation  known  as  the  Standard  of  Comfort 
Theory  of  Wages,  which  amounts  to  about  the  following: 
if  a  number  of  men  in  a  certain  locality  believe  that  cer- 
tain comforts  are  to  them  a  necessity  and  refuse  to  work 
at  all  for  a  smaller  wage  than  will  provide  these  comforts, 

*The  employer,  in  cases  where  he  is  unusually  powerful  or  the 
laborer  unusually  ignorant,  is  often  able  to  secure  the  labour  of  a 
whole  family  for  practically  a  subsistence  wage,  instead  of  paying 
this  amount  for  the  labour  of  one  man.  Recent  revelations  show 
that  child  labour  especially  is  ruthlessly  exploited  in  the 
Pennsylvania  coal  mines  and  among  the  poor  whites  of  the  Southern 
States.  This,  while  no  doubt  advantageous  to  the  employer,  is 
from  the  public  point  of  view  a  ruinous  proceeding,  resulting  in 
stunted  bodies,  ignorant  minds,  and  depraved  morals  among  the 
rising  generation.  Apart  entirely  from  humanitarian  considera- 
tions, it  even  decreases  their  economic  efficiency  and  makes  them 
less  valuable  from  the  economic  point  of  view.  Industries  which 
cannot,  as  is  alleged,  exist  without  such  unnaturally  cheap  labour, 
are  parasitic  industries,  feeding  upon  the  body  politic,  which 
would  be  better  off  if  it  were  rid  of  them. 
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they  will  very  probably  gradually  succeed  in  gaining 
their  point,  provided  always  that  the  employer's  profits 
are  sufficient  to  allow  him  to  pay  such  wages,  and  provided 
also  that  it  is  impossible  for  him  to  bring  in  outsiders.* 
It  may  also  be  said  that  the  efficiency  of  his  employees 
may  be  so  increased  by  the  increased  wages  that  he 
will  lose  nothing  in  the  long  run,  but  this  would 
probably  not  apply  to  all  cases.  But  there  is  no  doubt  that 
in  the  majority  of  instances  men  work  all  the  better  for 
being  well  paid  and  having  comfortable  homes  and  toler- 
able conditions  of  life.  Of  course  there  are  limits;  a 
laborer's  efficiency  is  not  increased  through  the  use  of 
oysters  and  champagne. 

Productivity  Theory  of  Wages. 

The  subsistence  theory  of  wages  was  on  the  whole  an 
unduly  pessimistic  one,  and  naturally  took  its  rise  in  a 
country  where  wages  were  low.  Opposed  to  it,  we  have 
the  optimistic  Productivity  Theory  of  Wages,  first  ad- 
vanced in  a  country  where  wages  were  high — in  the 
United  States.  There,  in  the  sixties  and  seventies  of  the 
last  century,  it  was  possible,  as  it  still  is  in  Canada,  for 
the  laborer  who  had  saved  up  a  few  hundred  or  perhaps 
a  thousand  dollars,  to  go  West,  get  free  land  and  work  for 
himself — to  "be  his  own  boss."  A  distinguished  Ameri- 
can economist.  President  Walker,  of  Princeton,  said  that 
even  if  the  laborer  did  not  do  this,  the  possibility  that  he 
might  at  any  moment  do  so  made  his  wag^s  higher.  If 
he  remained  in  the  Eastern  city,  it  was  because,  all  things 
considered,  he  was  doing  as  well  there  as  he  could  do  on 
the  Western  farm.  Walker  went  so  far  as  to  say  that  the 
worker  was  the  residual  claimant  in  distribution — that  is, 
that  he  took  all  that  was  left  after  interest,  rent  and  pro- 
fits had  been  met.    He  would  thus  get  the  whole  product, 

*Australia  and  New  Zealand,  where  the  trade  unions  have 
had  a  great  deal  to  say  in  the  government  of  the  country,  for  a 
considerable  period  discouraged  immigration,  and  constituted  a  sort 
of  ' * Workingmen 's  Paradise."  The  ''yellow  peril"  has,  however, 
forced  them  to  give  up  this  policy. 
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less  the  amount  that  was  paid  to  the  landlord  for  the  rent 
of  the  site,  the  sum  paid  to  the  capitalist  for  advancing 
wages  instead  of  leaving  them  to  be  met  out  of  the  sale 
of  the  finished  product  (the  average  workman  could  not 
wait  for  this)  and  the  amount  paid  to  the  entrepreneur  for 
his  organizing  and  managing  ability — that  is,  Wages  would 
absorb  all  that  was  left  after  Rent,  Interest,  Profits,  all 
fairly  fixed  charges,  had  been  deducted.  According  to 
this  theory,  the  workman  would  get  nearly  all  the  ad- 
vantage arising  from  the  adoption  of  labour-saving  ma- 
chines. Indeed,  the  entrepreneur  who  was  managing  the 
industry  would  have  no  personal  motive  in  introducing 
such  machines  at  all. 

This  theory  is  as  much  too  optimistic  as  the  subsistence 
theory  is  too  pessimistic.  If  the  entrepreneur  who  is  the 
manager,  the  responsible  head  of  the  business,  the  person 
who  has  to  decide  whether  a  certain  machine  shall  be  in- 
stalled or  not,  has  nothing  whatever  to  gain  from  its  intro- 
duction, is  it  likely  that  he  will  disturb  the  ordinary  rou- 
tine of  his  works  by  introducing  it? 

From  this  point  of  view,  the  productivity  theory  of 
wages  looks  ridiculous,  but  at  least  it  has  supplied  us 
with  the  theory  of  maximum  wages  as  the  subsistence 
theory  supplies  us  with  the  theory  of  minimum  wages. 
Wages  can  never,  under  ordinary  circumstances,  exceed 
those  which  would  be  fixed  by  the  productivity  theory  of 
wages.  The  other  participants  in  production  must  have 
their  adequate  shares;  the  entrepreneur,  especially,  must 
have  an  interest  in  increasing  the  product.  Nevertheless 
the  productivity  theory  of  wages  is  approximately  true  in 
newer  countries  such  as  our  own,  where  owing  to  free 
land  and  business  opportunities  the  workman  has  a  de- 
cided advantage  over  his  employer  in  bargaining.  He  is 
able  under  such  circumstances  to  exact  nearl}^  the  whole 
of  his  value  to  his  employer.  Thus  it  may  be  seen  to  be 
true  that  while  the  Subsistence  Theory  of  Wages  and  the 
Productivity  Theory  of  Wages  may  be  approximately  true 
under  the  conditions  prevailing  in  certain  communities, 
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the  universal  theory  which  applies  and  holds  good  in  all 
our  modern  industrial  societies  is  the  Bargain  Theory  of 
Wages. 

Wages  cannot  permanently  go  below  those  necessary 
for  subsistence  nor  above  the  productivity  of  the  labour. 
Between  these  limits  the  amount  of  wages  is  quite  variable, 
tending  to  alter  with  every  change  in  the  bargaining 
strength  of  employers  and  employees.  It  also  tends  to  go 
up  when  prices  go  up,  down  when  they  go  down,  but  it 
moves  more  slowly.  Tradition  and  custom  exercise  some 
influence  on  rates  of  wages — more  at  least  than  they  exer- 
cise on  prices.  Consequently  in  a  period  of  rising  prices, 
wages  go  up  more  slowly  than  prices ;  in  a  period  of  hard 
times  they  fall  more  slowly  than  prices.  The  employer, 
other  things  being  equal,  gains  at  the  expense  of  his  la- 
borers in  a  period  of  rapid  rise  of  prices ;  he  loses  to  them 
at  the  beginning  of  a  period  of  depression. 

How  Wage-Earners  Can  Increase  Wages. 

.Assuming  that  this  theory  is  correct,  it  is  evident  that 
wage-earners  may  increase  wages,  either  by  restricting  the 
supply  of  wage-laborers,  or  increasing  the  public's  demand 
for  their  products.  The  second  of  these  courses  is  not 
usually  within  their  control,  so  they  proceed  to  restrict  the 
supply  of  labour.  This  is  done  in  many  Avays.  In  the 
more  highly-skilled  trades,  the  unions  keep  down  to  the 
lowest  level  the  number  of  men  admitted  to  the  trade ;  in 
all  trades  they  are  inclined  to  look  askance  upon  the 
immigration  of  men  belonging  to  their  own  crafts.  Occa- 
sionally they  publish  statements  which  tend  to  discourage 
immigrants  from  coming  into  the  country.  It  is  to  the 
employer's  interest,  of  course,  to  increase  the  number  of 
laborers  in  these  trades,  to  bring  in  immigrants,  often, 
therefore,  they  publish  statements  giving,  perhaps,  an  un- 
duly favourable  picture  of  the  conditions  of  life  of  the 
worker  in  Canada.  They  used  to  bring  in  from  countries 
where  lower  wages  prevailed,  laborers  under  contract,  un- 
til the  Alien  Contract  Labour  Law,  passed  at  the  insti- 
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gation  of  the  trade  unionists,  prevented  them  from  so 
doing.        *> 


Note. — A  fourth  theory  of  wages,  less  important  to  us 
than  the  others,  because  it  is  less  heard  of  to-day,  is  the 
Wage-Fund  theory.  This  is,  briefly,  that  the  average 
wage  is  determined  by  the  proportion  between  the  cir- 
culating capital  of  a  country  available  for  the  payment  of 
wages,  and  the  number  of  laborers  seeking  employment  in 
that  country.  One  would  find  the  average  wage  simply  by 
dividing  the  capital  available  for  payment  of  wages — the 
wage-fund — ^by  the  number  of  people  who  were  to  share  in 
it.  The  fallacy  here  is  that  there  is  no  such  thing  as  a 
fixed  wage-fund;  capital  goes  into  the  payment  of  wages 
when  that  is  the  most  profitable  employment,  and  not 
otherwise.  There  is  no  such  thing  as  a  wage-fund,  though 
the  maximum  amount  that  can  possibly  be  paid  in  wages 
is,  of  course,  the  circulating  capital  of  a  country  less  the 
necessary  living  expenses  of  the  non-wage-earning  classes. 
Just  how  much  of  the  circulating  capital  of  a  country  is 
used  for  the  payment  of  wages  naturally  depends  what  it 
can  earn  in  that  way  as  compared  with  what  it  can  earn  in 
some  other  way.  If  such  employment  is  very  lucrative, 
great  masses  of  capital  will,  as  we  have  seen,  come  in  from 
abroad  attracted  by  the  high  rates  of  interest. 

The  Wage  Fund  Theory  is  usually  connected  with  the 
name  of  John  Stuart  Mill,  who  was  its  chief  exponent. 
Mill,  however,  towards  the  end  of  his  life  repudiated  the 
doctrine. 
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EXAMINATION  QUESTIONS 

ECONOMICS. 

LESSON  XIII. 

1.  How  does  the  economic  use  of  the  term  ''wages" 
differ  from  the  ordinary  use  of  the  word? 

2.  Give  figures  showing  increase  in  average  wages  in 
various  occupations  in  the  past  decade.  (Supplement 
the  statistics  given  in  the  lesson  by  reference  to  wages 
and  salaries  paid  in  various  occupations  in  your  lo- 
cality as  compared  with  those  of  ten  or  twelve  years 
ago.) 

3.  Show  that  labour  is  a  commodity,  and  point  out  the 
peculiarities  which  distinguish  this  commodity  from 
other  commodities. 

4.  Account  for  the  rise  of  trade  unionism  by  reference 
to  the  theory  of  wages. 

5.  What  is  meant  by  the  "  cost  of  production ' '  of  labour  ? 
Explain  fully. 

6.  When  and  under  what  circumstances  did  the  class 
of  life-long  wage-earners  arise? 

7.  What  was  the  first  theory  of  wages?  Under  what 
circumstances  was  it  advanced? 

8.  What  use  is  being  made  of  the  "Subsistence"  Theory 
of  Wages  to-day?    Show  its  inaccuracy. 

9.  What  is  the  "Standard  of  Comfort"  Theory  of 
Wages? 
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10.  What  is  the  ''Productivity"  Theory  of  Wages,  and 
how  did  it  come  to  be  advanced?  Point  out  the  error 
in  it. 

11.  What  is  the  value  for  us  of  the  Subsistence  and  the 
Productivity  Theories  of  Wages? 

12.  Account  for  the  attitude  of  employers  and  trade 
unions  (a)  towards  apprenticeship,  (b)  towards  im- 
migration, on  the  basis  of  the  Bargain  Theory  of 
Wages.  Would  that  attitude  be  the  same  if  the  Sub- 
sistence Theory  or  the  Productivity  Theory  of  Wages 
were  true?    Explain. 
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ECONOMICS 

LESSON  XIV. 

Profits. 

IN  the  present  lesson  we  have  as  our  subject  the 
last  of  the  four  shares  in  the  distribution  of 
wealth — Profits.     This  is  the  share  which  re- 
mains in  the  hands  of  the  entrepreneur  after  he 
has   compensated  landlord,   capitalist   and  la- 
borer for  the  use   of  their  land,   capital   and 
labour  respectively.     In  dealing  with  this  sub- 
ject it  is  well  first  to  consider  what  sort  of  people  receive 
profits  and  what  are  the  services  which  they  render  to 
society  in  return. 

Who  are  entrepreneurs? 

'What  is  an  entrepreneur?  The  word  has  been  borrowed 
from  the  French  and,  literally  translated,  is  equivalent  to 
** undertaker" — one  w^ho  undertakes  the  management  of  a 
business,  who  takes  the  chance  of  success  or  failure,  who 
gains  if  he  manages  his  business  well  and  loses  if  he  man- 
ages it  ill.  Besides  these  gains  or  losses  due  to  his  own 
ability  the  entrepreneur  is  also  liable  to  incur  loisses  aris- 
ing from  causes  altogether  outside  of  his  own  control,  but 
due  to  the  chances  of  business — ^an  over-supply  of  his 
wares  on  the  market,  ''tight"  money  which  compels  him 
to  pay  more  than  he  has  expected  for  his  capital,  or  labour 
troubles  which  force  him  to  pay  more  wages  than  he  has 
calculated  upon.  He  has,  on  the  other  hand,  correspond- 
ing possibilities  for  gain — a  market  understocked  with  his 
wares,  a  chance  to  obtain  "easy"  money,  which  will  enable 
him  to  make  larger  profits,  and  a  supply  of  cheap  labour. 
The  word  ''entrepreneur"  has  sometimes  been  trans- 
lated "undertaker,"  sometfmes  "enterpriser,"  sometimes 
"captain  of  industry,"  though  this  latter  translation  is 
misleading  in  that  it  seems  to  imply  command  over  num- 
bers of  wage-earners,  whereas,  as  a  matter  of  fact,  the 
entrepreneur  may  be  and  often  is  the  captain  only  of  his 
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own  pair  of  hands.  Anyone  who  is  the  responsible  mana- 
ger of  a  business  is  an  entrepreneur.  A  limited  liability 
corporation  engaged  in  business  is  also  an  entrepreneur, 
since  it  carries  on  business  and  takes  the  risk  of  gain  or 
loss. 

The  Entrepreneur  in  Agriculture. 

Thus,  then,  our  ''farmer"  is  an  entrepreneur,  even 
though  he  has  no  hired  man.  Altogether  apart  from  his 
manual  labour,  it  is  his  business  to  consider  the  markets 
for  his  products  and  to  sell  to  the  greatest  advantage,  and 
it  is  also  his  business  to  consider  the  various  kinds  of  soil 
at  his  disposal  and  to  decide  what  crops  can  best  be  grown 
upon  these  different  soils  and  what  rotation  of  crops  he 
will  pursue.  In  Ontario  alone  there  are  estimated  to  be 
175,000  farmers,  and  we  thus  have  175,000  entrepreneurs. 

So  too  in  industry.  A  repairing  cobbler,  a  barber,  and  a 
Chinese  laundryman  are  just  as  much  entrepreneurs  as  is 
the  Canadian  Pacific  Railway  Company  with  its  70,000 
employees  or  the  Massey-Harris  establishment.  The  im- 
portant distinction  lies  not  in  the  size  of  the  business,  but 
in  the  fact  that  it  is  a  unit  operating  independently. 

Even  where  the  four  functions — those  of  the  landlord, 
capitalist,  wage-earner  and  entrepreneur — are  all  per- 
formed by  one  person,  it  is  possible  to  estimate  approxi- 
mately the  return  accruing  to  the  individual  under  each 
of  the  four  heads.  Thus,  for  example,  take  the  case  of  the 
average  farmer  who  owns  his  farm  and  the  buildings  and 
stock  thereon.  The  average  annual  product  of  the  Ontario 
farm  is  estimated  by  the  Ontario  Department  of  Agricul- 
ture as  being  worth  $2,000.  Now,  let  us  assume  that  this 
average  farm  is  cultivated  by  the  labour  of  one  farmer,  with 
the  assistance  of  one  hired  man  for  the  seven  or  eight  months 
of  the  agricultural  season.  The  farm  land  is  worth,  let  us 
say,  $3,000;  buildings,  fences,  etc.,  $3,000;  stock  and  im- 
plements necessary  to  cultivation,  $2,000.  Let  us  suppose 
money  to  be  worth  6 9^ .    Our  farmer's  income  after  allow- 
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ing  say  $300  for  the  hired  man's  board  and  wages  will  be 
about  $1,700.    This  may  be  divided  roughly  as  follows : 

As  landlord,  say  6%  on  $3,000 $180 

As  capitalist,  say  6%  on  $3,000+$2,000 300 

As  wage-earner*  (including  labour  of  family) 

say 720 

As  entrepreneur,  say 500 

Total  income $1,700 

The  great  differences  which  we  see  in  the  condition  of 
our  farmers  are,  of  course,  due  partly  to  the  fact  that  some 
have  much  greater  capital  than  others,  but  they  are  also 
due  to  the  fact  that  some  farmers  earn  practically  nothing 
as  entrepreneurs,  are  indeed  such  failures  in  this  respect 
that  they  do  uot  earn  so  much  when  working  for  them- 
selves as  the}^  would  if  they  worked  for  someone  else. 
Other  farmers  are  skilful  entrepreneurs,  and  perhaps  on  a 
farm  similar  to  that  which  we  have  described,  will  earn 
$1,000  or  more  instead  of  $500  for  the  entrepreneur's  part 
of  their  work.  The  annual  extra  $500  is  then  presumably 
saved  and  added  to  capital,  giving  its  owner  opportunity 
to  carry  on  his  enterprise  on  a  larger  scale  and  thus  in- 
crease his  income.  These  two  classes  of  men  are  popularly 
known  as  "good  managers"  or  "bad  managers." 

If  the  (ability  as  an  entrepreneur — the  business  ability — 
of  our  farmers  could  only  be  increased,  there  is  no  doubt 
that  theip  product  could  be  much  augmented  without  any 
additional  burden  of  hand-labour.  The  difficulty  is  to 
make  175,000  farmers  skilful   entrepreneurs.*     Business 

*The  farmer's  income  as  wage-earner  is  here  understood  to  be 
equal  to  what  he  and  his  family  could  earn  if  they  were  working 
for  someone  else.  His  own  value  tas  a  wage-earner  might  possibly 
be  reckoned  lower,  say  at  $500. 

*As  we  have  noted  in  a  previous  lesson,  large-scale  production 
does  not  obtain  to  any  considerable  extent  in  agriculture.  There 
are  more  entrepreneurs  (farmers)  in  agriculture  than  wage- 
earners  who  lare  not  entrepreneurs  (hired  men).  In  manufactares 
there  are  many  more  employees  than  employers. 
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ability  and  business  education  are  not  common  enough  for 
us  to  miake  so  large  la  percentage  of  our  population  good 
business  men.  However,  there  is  no  doubt  that  the  far- 
mer's skill  as  entrepreneur,  and  indeed  the  skill  of  business 
men  generally,  is  increasing  and  is  enabling  them  to  obtain 
better  results  with  less  actual  manual  labour  than  for- 
merly. The  chief  work  of  our  model  farms  and  our  De- 
partments of  Agriculture  is  to  make  our  farmers  better 
entrepreneurs,  to  enable  them  to  get  better  results  from  a 
given  expenditure  of  effort. 

While  the  entrepreneur  is,  in  so  many  cases,  the  same 
person  as  the  Wiage-earner,  there  is  in  the  business  world 
particularly  an  increasing  tendency  for  him  to  be  differ- 
entiated from  the  wage-earner.  This  is  due  to  the  increas- 
ing specialization  of  function  in  industry,  and  is  inevit- 
ably the  case  in  large  scale  production.  Such  production 
is  to-day  carried  on  mainly  by  corporations. 

The  Entrepreneur  in  Corporations. 

In  limited  liability  corporations  the  shareholder  par- 
takes of  the  functions  of  capitalist  and  entrepreneur.  He 
resembles  the  former  in  having  an  investment  of  so  many 
dollars  in  the  company,  the  latter  in  being  the  ultimately 
responsible  entrepreneur,  though  at  the  'annual  meetings 
he  delegates  the  active  work  of  managing  the  business  to 
the  president  and  board  of  directors  and  indirectly  to  the 
general  manager  employed  by  them.  The  shareholder, 
however,  cannot  delegate  his  profits  and  losses  to  some- 
one else.  He  is  the  person  to  whom  the  gains  accrue  and 
who  incurs  the  losses  incident  to  the  enterprise,  while  the 
bondholder  who  lends  money  to  the  company  is  the  pure 
capitalist  who  gets  his  interest  on  his  capital  whether  the 
shareholder  gets  anything  or  not.* 

*0f  course  this  argument  does  not  imply  that  the  bondholder 
never  iilcurs  loss.  He  lends  to  the  corporation  on  the  security  of 
its  property  and  earning  power.  His  position  is  like  that  of  a 
mortgagee,  and  it  is  possible  that  his  advances  may  exceed  the 
Vialue  of  the  security,  especially  if  this  is  decided  by  forced  sale 
,at  an  inopportune  time.  He  is  only  relatively  not  absoljtely 
Becure  against  loss. 
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If  we  wish  to  find  out  just  how  much  the  profits  of  a 
share  are  as  distinguished  from  the  interest,  we  may  com- 
pare the  rate  of  dividend  received  by  the  shareholder  and 
bondholder,  say  7%  and  5%  respectively.  Then  the  extra 
2%  is  profits  as  distinguished  from  interest,  and  to  this 
may  be  added  that  part  of  the  increased  reserve  which 
accrues  to  a  single  share — the  undivided  profit,  as  it  is 
called.  Suppose  that  is  1%.  Then  the  shareholder's  net 
profits  are  3%  in  what  we  may  call  a  fairly  good  year.  In 
a  very  poor  year,  not  only  may  the  net  profits  be  nil,  but 
the  dividend  may  be  "passed"  altogether,  and  thus  the 
shareholder  will  receive  nothing  whatever  for  the  use  of 
his  capital,  and  may  be  said  to  incur  a  loss  of  5%  on  his 
capital  since  as  a  bondholder  he  might  have  received  this 
amount. 

Profits  the  Residual  Share  in  Distribution. 

Profits  is  sometimes  said  to  be  the  residual  share  of  the 
product  Qif  industry.  This  implies  that  it  is  the  last  share. 
The  other  shares  are,  over  a  short  period  of  time,  at  least, 
fairly  well  fixed.  The  entrepreneur  knows  how  much  rent 
he  will  have  to  pay,  he  knows  how  much  interest  he  will 
need  to  pay  for  the  use  of  his  capital,  he  knows  approxi- 
mately how  much  he  is  likely  to  have  to  pay  in  wages,  and 
he  is  able  to  calculate  with  some  degree  of  accuracy  the 
cost  of  his  raw  maJterial  and  the  selling  price  of  his 
finished  product.  If,  then,  he  goes  into  business  under 
such  circumstances,  it  is  fairly  obvious  that  he  does  so 
because  he  feels  that  the  net  product  with  rent,  interest 
and  wages  deducted  will  still  leave  him  a  sufficient  return 
for  his  labour  in  doing  business  and  organizing  the  work 
of  production.  He  may  quite  easily  be  wrong  in  his  cal- 
culations. Conditions  may  change  so  that  his  profits  miay 
be  much  greater  or  much  less  than  he  had  anticipated. 
Even  the  mostiskilful  entrepreneur  may  find  himself  finan- 
cially straitened  and  producing  at  a  loss. 

Why  should  thiis  be  the  case  ?  In  production  there  are 
several  varying  factors  whose  course  can  be  only  approxi- 
mately predicted.     The  entrepreneur  must,  in  the  case  of 
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most  manufacturers,  produce  his  goods  six  months  or  a 
year  before  they  are  likely  to  be  sold.  He  takes  a  chance 
on  the  state  o'f  the  market  at  that  time  and  all  the  capital 
he  has  tied  up  in  Ms  manufactured  goods,  buildings,  ma- 
chinery, etc.,  is  staked  bn  the  correctness  of  his  judgment. 
Many  conditions  which  it  was  quite  impossible  to  foresee 
may  arise.    As  the  poet  Burns  expresses  it : 

"  The  best-laid  schemes  of  mice  and  men 
Gang  aft  agley." 

The  Three  Elements  in  Profits. 

Profits,  as  analyzed  by  economists,  -appear  to  consist  of 
three  constituent  parts : 

(a)  Wages  of  management. 

(b)  Ordinary  gain  and  loss. 

(c)  Monopoly  gains. 

Wages  of  Management. 

The  wages  of  m^anagement,  a  return  for  assuming  the 
la'bour  and  burden  of  management.  This  element  tends 
to  equal  the  amount  which  the  entrepreneur  would  get  if 
he  were  employed  as  manager  at  a  fixed  salary.  Solne 
economists  prefer  to  classify  this  under  the  head  of  w^ages. 
The  entrepreneur  must,  in  the  average  case,  earn  at  least 
as  much  as  an  entrepreneur  as  he  would  if  he  were  work- 
ing as  a  wage-ieiarner  for  someone  else.  If  he  did  not  do 
so,  he  would  hardly  prefer  the  anxiety  and  worry  of  carry- 
ing on  a  business  where  he  was  reisponsible  for  everything, 
to  the  more  mechanical  and  less  exacting  labour  of  the 
average  wage-earner.  The  entrepreneur  must  keep  his 
business  in  mind  all  the  time,  he  must  be  continually 
planning  new  economies  of  material  and  of  labour.  He 
must  istudy  his  markets  with  an  anxious  eye,  carefully 
trying  to  anticipate  the  course  of  events  which  may  in- 
crease or  diminish  the  return  from  the  sale  of  his  products. 
Since  human  nature  is  as  it  is,  the  average  human  being 
will  mot  do  all  this  unless  he  can  secure  a  sufficient  reward 
for  his  labour,  though  there  is  no  doubt  that  some  people 
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are  ready  to  accept  even  less  las  entrepreneurs  than  they 
might  get  as  wage  earners,  both  because  they  prefer  the 
comparative  independence  of  this  position  and  because 
they  expect  that  a  favorable  turn  of  the  market  may  bring 
th^m  in  a 'prize  which  will  more  than  make  up  for  their 
previous  privations. 

Ordinary  Profit  and  Loss. 

The  second  element  which  enters  into  profits  is  the  gain 
or  loss  resulting  from  the  risks  inevitable  in  industry.  Noit 
only  is  there  uncertainty  in  undertaking  a  new  industry, 
but  the  more  or  less  extended  period  of  time  required  for 
production  leaves  the  established  industry  subject  to  the 
risks  arising  from  chance  or  uncertain  events. 

The  risks  which  the  average  entrepreneur  in  business 
takes  in  modern  industry  are  enormous — ^greater  than  the 
entrepreneur  recognizes — though  they  are  no  doubt  miti- 
gated when  the  entrepreneur  plays  in  addition  some  one  or 
more  of  the  other  three  roles — is  landlord,  capitalist  or 
wage-earner.  Such  a  man  may  earn  in  some  of  the  other 
capacities  enough  to  maintain  himself  until  fortune  smiles 
upon  his  efforts  as  entrepreneur.  The  risk  is  also  less  in 
the  case  of  lan  entrepreneur  who  sets  to  work  to  produce  a 
necessity  of  life,  than  in  that  of  one  who  produces  a  luxury 
for  which  the  demand  may  be  entirely  artificial  and  may 
fall  away  altogether  in  bad  times.  But  in  every  case  there 
are  risks — risks  many  and  various  which  no  effort  of 
human  prudence  could  foresee.  It  may  be  worth  while  to 
refer  to  some  of  these. 

(1)  In  the  first  place,  there  may  be  distress  due  to  a 
general  depression  of  trade,  owing  possibly  to  a  failure  of 
the  crops.  This  may  so  restrict  the  demand  for  the  entre- 
preneur's goods  that  he  may  have  to  sell  his  product  at 
cost  or  under  cost  in  order  to  secure  money  enough  to  pay 
wages,  interest  and  rent.  In  spite  of  trouble  and  worry, 
in  spite  of  all  human  diligence,  he  may  find  his  profits  just 
nothing  at  all. 
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(2)  Again,  a  sudden  stringency  in  the  money  market,* 
due  possibly  to  wars  and  rumours  of  wars,  may  cut  off  his 
supply  of  cheap  running  capital  which  he  receives  from 
banks,  and  this  may  compel  him  to  close  up  operations 
altogether  or  to  sell  his  products  at  a  s'acrifice  in  order  to 
get  money  to  meet  his  engagements. 

(3)  There  may  be  a  shortage  or  entire  stoppage  in  the 
supply  of  raw  material,  as  when  the  English  cotton  f'ac- 
torieis  had  to  shut  down  at  the  time  of  the  American  Civil 
War,  because  the  northern  war-vessels  blockaded  the 
southern  ports. 

(4)  There  may  be  a  falling  off  in  the  demand  for  his 
particular  product,  due  to  change  in  the  fashions  or  habits 
of  a  people.  This  occurred  some  years  ago  in  the  bicycle 
industry. 

(5)  The  adoption  of  improved  and  more  economical 
methods  of  manufacture  by  large  scale  producers  may 
drive  the  small  entrepreneur  to  the  wall.  He  may  not  have 
the  money  to  introduce  the  new  machinery,  even  though 
he  may  have  the  ability  to  see  its  advantage.  Or  he  may 
have  both  money  and  ability,  but  not  have  a  sufficiently 
large  product  to  make  the  new  machines  pay.  "The  In- 
ternational Harvester  Company,"  says  Taussig,  "has  a 
machine  whose  sole  work  is  to  shape  poles  for  wagons  and 
harvesters.  The  machine  cost  $2,500 ;  it  saves  a  cent  per 
pole ;  it  is  worth  while  only  because  poles  by  the  hundred 
thousand  are  made  every  year."  A  former  lesson  dealt 
with  the  advantages  of  large-scale  production;  every  ad- 
vantage of  large-scale  production,  is  a  disadvantage  for 
the  small  entrepreneur  who  is  not  able  to  produce  on  a 
large  scale.  It  is  only  where  large-scale  production  has 
shown  no  preponderating  advantage  over  small-s^cale  pro- 
duction, as  is  the  case  in  'agriculture  and  retail  selling,  that 
small  entrepreneurs  have  survived  in  great  numbers. 

*A  notable  instance  of  this  occurred  in  the  winter  and  spring  of 
1912-1913. 
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Monopoly  Profits. 

The  third  element  in  profits  is  known  as  monopoly 
profits,  which  is  an  acquisitive  gain  due  to  superior  bar- 
gaining power  resulting  from  monopolistic  conditions.  For 
example,  monopolistic  conditions  may  allow  the  charging 
of  higher  prices  for  products,  the  paying  of  lower  prices 
for  materials,  the  control  of  labor  supply,  the  acquisition 
of  special  privileges  from  public  and  semi-public  bodies, 
such  as  low  taxation,  railway  rebates,  etc. 

If  one  entrepreneur  has  a  monopoly  of  a  certain  pro- 
duct, or  of  a  certain  service,  he  will  usually  'be  able  to 
secure  a  higher  price  than  would  be  possible  under  com- 
petition. His  cost  of  production — his  material,  his  rent, 
his  interest,  and  his  wage-payments — would  be  in  no  way 
increased,  but  rather  reduced  through  his  possession  of  a 
monopoly.  Consequently,  both  by  reason  of  higher  selling 
prices  and  lower  cost  of  production,  his  profits  would  be 
greater  than  under  competitive  conditions:  they  would 
contain  a  monopoly  element. 

A  g'OiOd  example  of  this  profit  is  found  in  the  case  of 
street  railways,  which  often  secure  an  exclusive  right  to 
run  cars  in  a  certain  city  for  so  many  years.  Then,  they 
proceed  to  reckon  this  franchise  as  an  asset  at  a  figure 
equivalent  to  the  capitalized  value  of  the  monopoly  profits 
as  distinguished  from  other  profits.  The  judges  in  Michi- 
gan allowed  the  Detroit  Street  Railway  to  reckon  its 
franchise  at  $8,000,000,  and  issue  capital  stock  for  that 
amouDit  in  excess  of  actual  investment,  which  means,  if  we 
reckon  profits  at  5%,  and  if  the  franchise  was  perpetual, 
that  the  monopoly  profits  of  this  concern  were  $400,000 
per  annum.* 

*Enterprises  competing  for  trade  in  a  certain  district,  and  earn- 
ing fair  profits  often  agree  to  merge  themselves  into  a  larger  cor- 
poration in  order  to  obtain  'a  monopoly.  In  such  a  case  the  amount 
rf  stock  and  bonds*  issued  by  the  new  corporation  is  practically 
always  far  in  excess  of  the  combined  stock  of  the  constit  ent 
eomjianies.  The  excess  represents  in  the  main  the  capitalized 
value  of  the  prospective  monopoly  profits.  See  the  list  of  Canadian 
mergers  and  amalgamations  published  in  the  1913  edition  of  the 
Monetarv   Times  Year   Book. 
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Insurances  Against  Entrepreneur's  Risks. 

The  entrepreneur's  position  involves  many  worries.  He 
has  many  risks  of  many  kinds  to  face.  Some  of  them  may 
be  foreseen;  others  are  purely  fortuitous;  yet  either  kind 
may  ruin  him.  It  is  no  wonder,  then,  that  most  entre- 
preneurs are  willing  to  insure  themselves  in  one  way  and 
another  against  many  of  the  risks  incident  to  their  busi- 
ness. Thus,  one  partner  may  insure  another's  life  in  order 
to  protect  the  firm  against  withdrawal  of  capital  conse- 
quent on  the  other's  dciath.  So,  too,  entrepreneurs  insure 
their  places  of  business  and  their  stock  against  fire. 

Other  kinds  of  insurance  against  loss  are  almost  as  com- 
mon as  the  foregoing.  One  interesting  type  is  the  insurance 
against  having  to  pay  too  high  rates  for  raw  material,  or 
against  receiving  too  low  rates  for  finished  product.  The 
entrepreneur  contracts  to  receive  from  the  producer  of 
raw  material  a  certain  quantity  of  his  product  for  a  cer- 
tain time  at  a  certain  fixed  price,  regardless  of  what  the 
market  price  may  be.  The  producer  agrees  to  sell  that 
quantity  at  that  price.  Thus  the  entrepreneur  eliminates 
one  element  of  risk  in  the  situation. 

A  builder  wishes  to  construct  h'ouses  to  sell  at  $5,000, 
involving  at  present  prices  an  expenditure  of  $4,500.  He 
fears  an  advance  in  the  price  of  materials  before  his  con- 
tract can  be  completed.  He  can  buy  brick  at  $12  a  thou- 
sand, but  the  trend  of  prices  is  upward,  and  if  they  ad- 
vanced $3  per  thousand  his  profit  would  be  eliminated. 
Owing  to  a  shortage  of  his  funds,  or  to  a  shortage  in,  the 
supply  of  brick,  he  cannot  at  once  secure  all  he  will  need. 
Accordingly,  he  goes  to  the  brickmakers  and  offers  them 
$13  a  thousand  for  a  sufficient  number  of  bricks  to  com- 
plete his  contract.  He  sacrifices  one-third  of  his  profit 
in,  order  to  insure  himself  against  the  possibility  of  having 
to  sacrifice  it  all. 

Risks  Least  in  New  Countries. 

The  entrepreneur  has,  on  the  whole,  a  better  chance  of 
making  his  way  and  earning  profits  in  a  new  country  than 
in  an  old.     There  is  in  the  new  country  freer  land  and 
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greater  natural  resources,  which  contribute  to  a  greater 
per  capita  production  of  wealth,  and  there  is  also  a  large 
annual  addition  to  the  population  through  immigration. 
This  means  to  the  business  man  an  increased  number  of 
customers.  Fairly  competent  entrepreneurs  are  thus  able 
to  do  a  good  business  and  make  money.  The  struggle  for 
existence  does  not  assume  the  same  bitterness  and  inten- 
sity that  are  evident  in  older  countries. 

In  the  new  countries,  therefore,  many  entrepreneurs 
have  become  exceedingly  wealthy  through  the  difference 
between  the  cost  of  production  and  the  prices  which  they 
are  able  to  secure  for  their  products. 

Profit-Sharing. 

The  amount  of  profits  earned  by  an  entrepreneur — the 
difference  between  the  total  cost  of  production  and  the 
price  which  he  is  able  to  secure  for  his  products — neces- 
sarily depends  very  largely  upon  the  efficiency  of  his  staff 
of  wage-earners,  their  good-will,  and  the  energy  which 
they  throw  into  their  work.  In  dull  times  an  entre- 
preneur will  often  continue  to  produce  at  a  loss  rather 
than  close  down  his  operations  and  allow  his  staff  to  be 
scattered  abroad.  He  does  this  because  he  realizes  that 
if  his  staff  were  dispersed  it  would  take  much  time  and 
trouble  and  expense  and  training  before  an  equally  effi- 
cient staff  could  be  brought  together.  Clearly,  then,  he 
recognizes  his  staff  as  one  of  the  productive  assets  of  his 
business — one  of  the  means  through  which  he  secures  his 
profits. 

The  Occasional  Bonus. 

Since  this  is  his  feeling,  it  is  not  at  all  wonderful  that 
at  Christmas,  or  at  the  end  of  the  year,  an  employer  who 
has  earned  large  profits,  and  who  feels  that  his  staff  have 
worked  hard  for  him,  should  decide  to  give  them  a  bonus 
in  addition  to  their  pay,  as  a  reward  for  their  diligence  in 
the  past  and  an  encouragement  to  similar  industry  in  the 
future.  He  may  do  this  partly  from  generosity  and  partly 
form  policy,  believing  that  his  staff  will  be  so  stimulated 
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by  the  bonus  that  they  will  work  with  even  greater  indus- 
try in  future,  and  will  thus  more  than  recoup  the  em- 
ployer for  his  expenditure  on  the  bonus. 

The  granting  of  a  bonus  such  as  is  given  in  some  of  our 
banks  marks  the  initial  step  in  what  is  known  as  profit- 
sharing.  The  granting  of  the  bonus  is  a  matter  of  grace 
on  the  part  of  the  employer;  the  employee  has  no  right 
to  look  forward  to  it,  and  no  claim  upon  the  employer  for 
it.  At  the  same  time,  if  it  goes  oin  year  after  year,  it  will 
gradually  become  almost  a  fixed  inistitution  of  the  busi- 
ness, and  the  employees  would  feel  aggrieved  if  deprived 
of  it. 

Regular  Profit-Sharing. 

Some  employers  have  been  willing,  therefore,  to  regu- 
larize the  situation — to  guarantee  to  the  employees,  in 
addition  to  ordinary  wages,  some  definite  share  of  the 
profits,  thus  making  the  bonus  no  longer  a  matter  of  indi- 
vidual caprice,  but  a  regular  payment  of  an  amount  cor- 
respondent to  the  general  state  of  their  business.  Many 
differing  schemes  of  this  kind  have  been  adopted.  A  few 
of  these  are  worth  our  attention. 

One  method  of  profit-sharing  is  for  wages  and  interest 
on  capital  to  be  paid  out  at  the  prevailing  market  rates, 
and  any  surplus  to  be  divided  equally  between  employers 
and  employees.     (Briggs  colliery  in  England.) 

Another  arrangement  is  that  the  same  rate  of  dividend 
shall  be  paid  on  wages  as  on  stock.  Thus,  a  man  earning 
$600  a  year  would,  in  a  year  when  the  dividends  paid  were 
10%,  secure  a  bonus  of  $60  as  his  share  of  the  profits. 
Sometimes  this  bonus  is  paid  to  the  worker  in  cash;  some- 
times it  is  invested  for  him  in  the  stock  of  the  corporation, 
and  he  becomes  entitled  t'o  the  same  rate  of  interest  on  it 
as  the  other  shareholders  receive.  In  .one  or  two  cases  this 
policy  has  resulted  in  the  workmen  securing  the  majority 
of  the  stock  and  thus  becominig  the  masters  of  the  estab- 
lishment. 
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Advantages  of  Profit-Sharing. 

Profit-sharing  has,  in  most  cases,  had  its  advantages, 
both  from  the  side  of  him  who  gives  and  him  who  takes — 
the  employer  and  the  employee.  The  employer  gains 
through  having  a  more  devoted,  a  more  efficient,  and  a 
more  permanent  staff  than  he  could  otherwise  secure,  since 
usually  a  share  in  the  profits  is  distributed  only  to  em- 
ployees who  have  spent  a  specified  time  with  the  firm. 

The  employee  gains  through  having  a  higher  wage:*  He 
is  also  a  gainer  through  the  increased  industry  and  self- 
respect  which  the  feeling  of  a  partnership  in  the  concern 
gives  to  him.  Most  employers  insist  on  their  employees 
speaking  of  the  firm  as  "we,"  wisely  believing  that  a  man 
who  speaks  of  his  firm  as  ''we"  will  do  more  for  it  than 
one  who  says  "they"  or  "the  boss."  Surely,  if  the  mere 
word  which  implies  co-operation  is  of  value  to  a  business, 
the  actual  thing  itself  must  be  of  much  greater  value.  The 
psychological  attitude  of  the  wage-earner  is  of  great 
value  to  both  his  employer  and  himself. 

Defects  of  Profit-Sharing. 

The  main  weakness  of  profit-sharing  is  the  uncertainty 
of  profits.  The  efficiency  and  devotion  of  employees  has, 
no  doubt,  much  to  do  with  the  earning  of  profits,  but  even 
these  may  fail  to  earn  .profits  in  a  bad  season,  and  where 
no  profits  are  earned  none  can  be  shared.  The  workers 
will  then  become  suspicious  of  the  employer's  good  faith, 
and  it  is  only  too  probable  that  the  whole  profit-sharing 
arrangement  will  fall  to  the  ground. 

The  dominant  opinion  of  the  wage-earner  to-day  is  that 
of  the  trade  union.  Now,  the  union  dislikes  profit-sharing, 
as  tending  to  separate  w'orkmen  from  their  class  and  bind 
them  to  the  employer.  It  interferes  with  "class  soli- 
darity," interferes,  the  union  claims,  with  the  "manly  in- 

*Trade  union  leaders  sometimes  maintain  that  profit-sharing 
firms  do  not  pay  the  average  rate  of  wages,  in  which  case,  of 
course,  no  real  profit-sharing  takes  place,  so  such  firms  are  not 
considered    profit-sharing    industries. 
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dependence     of    the     workers"    and    makes    them    more 
subservient  to  the  employer. 

It  is  only  the  exceptional  employer  who  will  be  able,  by 
his  personal  qualities,  to  dispel  such  suspicions,  to  gain 
the  confidence  of  his  employees,  to  make  them  feel  that  he 
is  genuinely  anxious  for  their  welfare  as  well  as  for  his 
own,  without  relapsing  into  that  patronizing  attitude 
which  is  obnoxious  to  the  workers  of  to-day.  Thus,  while 
profit-sharing  may  be  successful  and  productive  of  much 
good  in  individual  cases,  it  can  hardly  be  expected  that 
it  will  ever  become  a  general  method  of  improving  the 
condition  of  the  great  wage-earning  class.  Other  attempts 
at  the  solution  of  this  problem  will  be  treated  in  the  next 
lesson,  which  will  deal  with  Labour  Problems.* 
*  *  ^  #  *  *  #  *  ^* 

Profit-isharing  experiments  in  Canada  have  been  com- 
paratively few.  An  important  experiment  in  profit-shar- 
ing is  thus  described  in  the  "Labour  Gazette"  for  June, 
1911: 

"A  profit-sharing  scheme  in  force  in  the  establishment 
of  Messrs.  W.  J.  Gage  &  Co.,  manufacturing  stationers 
and  publishers,  of  Toronto,  Ont.,  is  stated  by  the  firm  to 
be  not  only  greatly  appreciated  by  the  staff,  but  to  be  of 
real  service  to  Ibusiness 

"For  the  purposes  of  profit-sharing,  the  staff  is  divided 
into  two  cLasses,  viz. :  heads  of  departments  and  employees. 
A  block  of  the  capital  stock  of  the  company  was  trans- 
ferred to  the  president,  who,  in  turn,  allotted  to  each  of 
the  heads  of  the  departments  a  certain  amount  of  stock, 
the  amount  varying  with  the  experience  and  length  of 
service  of  the  beneficiary.  The  transfer  was  made  under 
an  agreement  between  the  president  and  each  individual 
concerned,  by  which  the  first  charge  on  the  dividend  de- 
clared on  the  stock  is  that  of  reasonable  interest  on  the 
stock  remaining  unpaid.  The  remaining  portion  of  the 
dividend,  after  paying  this  interest,  is  then  applied  on 
the  purchase  of  the  stock,  together  with  such  further  sums 
as  the  beneficiary  may  desire  to  apply. 
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"If  in  any  year  no  dividend  is  declared  by  the  company, 
no  interest  shall  be  charged-,  and  if  in  any  year  the  divi- 
dend falls  below  the  rate  fixed  for  interest,  the  dividend 
shall  be  regarded  as  paying  interest  in  full.  Th'C  agree- 
ments are  for  a  term  of  ten  years,  at  the  end  of  which  time 
the  entire  stock,  or  such  as  has  been  fully  paid  for,  be- 
comes the  property  of  the  beneficiary.  Should  the  bene- 
ficiary die  or  leave  the  service  of  the  company,  it  is  then 
the  president's  privilege  to  buy  baek  the  stoek,  paying 
for  it  the  full  amount  paid  in  by  the  beneficiary. 

''For  the  benefit  of  the  employees  who  are  not  provided 
for  by  the  above  arrangement,  it  has  been  the  custom  of 
the  firm  for  a  number  of  years  to  distribute  among  those 
who  have  been  continually  in  their  employ  for  at  least 
twelve  months  a  percentage  of  the  profits  earned.  This 
distribution  is  based  on  the  wage  or  salary  of  each 
employee." 
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EXAMINATION  QUESTIONS 

ECONOMICS. 

LESSON  XIV. 

1.  Define  the  functions  of  the  entrepreneur. 

2.  Explain  how  the  functions  of  the  entrepreneur  are 
divided  in  modern  corporate  industry. 

3.  From  the  purely  economic  point  of  view,  is  it  wise 
for  the  farmer  to  spend  all  his  time  in  manual  labour? 
Explain. 

4.  "The  entrepreneur  is  the  residual  claimant  of  the 
product  of  industry."    Explain  carefully. 

5.  Give  instan-ces  taken  from  the  actual  business  world 
in  which  profits  are  to  be  regarded  as  essentially: 

(a)  Wciges  of  management; 

(b)  the  result  of  the  success  of  a  risky  enterprise ; 

(c)  due  to  monopoly  of  the  sale  of  the  product. 

6.  A  promoter  buys  up  various  street  railway  lines, 
forms  a  new  company,  which  is  greatly  over-capitalized, 
and  sells  the  stock  at  a  gain.  Is  the  gain  profit,  and  if  so, 
what  kind  of  profit? 

7.  "Monopoly  profits  are  more  likely  to  be  permanent 
than  competitive  profits."   Discuss. 

8.  What  economic  advantages  are  likely  to  accrue  to  an 
employing  entrepreneur  from  the  introduction  of  a  profit- 
sharing  scheme?    Describe  different  schemes  in  operation. 

9.  Are  labour  unions  likely  to  look  with  favour  upon 
profit-sharing  ?     Why  ? 

10.  Do  you  expect  that  profit-sharing  will  become  com- 
nion  in  this  country?    Discuss. 
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LESSON  XV. 

Labour  Problems. 

IN  the  present  lesson  it  will  be  our  business  to 
consider  the  relations  between  the  entre- 
preneur and  the  wage-earner — between  the 
men  who  pay  wages  and  the  men  who  receive 
them.  In  order  to  do  this  it  is  necessary  to 
glance  briefly  at  the  history  of  the  two  classes. 
As  we  have  already  seen,  in  some  industries 
such  as  our  Canadian  agriculture,  there  is  no  great  dis- 
tinction between  the  classes,  and  then  no  question  of  the 
relations  between  them  need  arise.  Thus  labour  troubles 
or  "strikes"  are  not  heard  of  on  the  Canadian  farm, 
though  they  arise  on  the  English  farm,  because  on  the  lat- 
ter the  functions  of  wage-earner  and  entrepreneur  are 
divided.  The  English  gentleman-farmer  goes  around 
supervising  the  work  of  his  laborers,  and  does  no  manual 
labour  himself — indeed  he  w^buld  lose  the  respect  of  his 
laborers  if  he  did. 

All  industries  were  once  in  the  same  position  as  Cana- 
dian agriculture,  but  the  industrial  revolution  and  the  in- 
troduction of  modern  methods  of  production  brought  the 
former  state  of  things  to  an  end  so  far  as  most  branches 
of  industrial  activity  were  concerned,  and  divided  off  the 
sphere  of  the  entrepreneur  from  that  of  the  wage-earner 
in  such  a  way  that  the  great  majority  of  wage-earners 
were  forced  to  abandon  all  hope  of  ever  becoming  any- 
thing else.  The  division  of  the  classes  had  arisen.  Natur- 
ally many  of  the  wage-earners,  having  lost  the  hope  of 
advancement,  tried  to  make  themselves  as  comfortable  as 
possible  in  their  present  position.  In  order  to  resist  the 
strong  tendency  to  reduction  of  wages  in  those  hand  in- 
dustries which  had  to  compete  against  the  new  machine 
industries,  they  organized  combinations  of  wage-earners, 
pledged  not  to  work  under  a  certain  price.  Here  we  have 
the  beginning  of  our  modern  trade  unions. 
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The  Early  Trade  Unions. 

The  early  trade  unions  came  into  existence  at  a  time 
which  was,  in  some  respects,  very  inopportune — ^^the  time 
of  the  French  Revolution.  In  the  prevailing  alarm  they 
were  erroneously  regarded  as  being  political  rather  than 
economic  in  their  objects;  they  were  thought  to  be  aiming 
at  the  subversion  of  the  existing  institutions  of  England 
and  the  establishment  of  a  republic  similar  to  that  of  the 
French.  Since  this  was  the  case,  it  was  not  to  be  won- 
dered at  that  they  encountered  the  violent  hostility  of  the 
government.  In  1799  an  act  was  passed  which,  under 
heavy  penalties,  prohibited  all  combinations  of  working 
men  for  any  purpose  whatever.  This  act  remained  in 
force  for  twenty-five  years.  Trade  unions  contrived  to 
exist  in  spite  of  it,  but  were  necessarily  much  handicapped 
in  their  attempts  to  negotiate  with  their  employers,  who 
could  always  make  use  of  the  law  to  coerce  their  refrac- 
tory employees.  Even  after  it  was  repealed  in  1824,  trade 
unions  were  still  liable  to  prosecution  under  the  common 
law  and  were  frequently  prosecuted  as  ''combinations  in 
restraint  of  trade." 

Thus  the  activities  of  the  trade  unions  were  restricted 
at  a  time  when,  wages  were  at  their  lowest  and  food  prices 
and  taxation  at  their  highest.  The  result  was,  perhaps, 
the  most  miserable  period  in  the  whole  industrial  history 
of  England.  So  long  as  all  production  had  been  carried  on 
under  the  domestic  system,  prices  of  commodities  had  to 
be  sufficient  to  insure  a  living  wage  to  the  average  worker; 
when  the  cheap  machine  product  came  into  the  market, 
the  hand  workers  had  to  compete,  and,  as  we  have  said, 
were  practically  starved  out  in  the  process. 

The  Resort  to  Political  Action. 

The  more  intelligent  workers,  goaded  by  their  suffer- 
ings, threw  themselves  into  political  agitation,  first  for  the 
Reform  Bill  of  1832,  and  later  for  the  People's  Charter. 
On  the  failure  of  the  latter  movement  they  resorted  once 
more  to  purely  economic  action  and  organized  in  the 
various  trades  large  national  unions  such  as  the  Amalga- 
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mated  Society  of  Engineers.  These  had  their  central 
offices  in  London.  The  conservative,  law-abiding  policy 
of  these  unions  gradually  dispelled  from  the  minds  of  the 
public  the  suspicions  of  revolutionary  designs  on  the  part 
of  trade  unions  in  general.  The  second  Reform  Bill  of 
1867  gave  the  vote  to  the  skilled  workers,  among  whom 
the  trade  unions  had  at  that  time  practically  their  whole 
membership,  and  the  new  political  importance  of  the 
labour  vote  no  doubt  was  a  factor  in  securing  the  full  legal 
recognition  of  trade  unions  which  up  to  that  time  were 
quasi  illegal,  and  had  no  legal  protection  for  their  funds.* 

The  Act  of  1871  Makes  Unions  Legal. 

The  act  of  1871,  as  completed  by  the  legislation  of  1876, 
embodied  two  principles:  (1)  that  no  act  of  a  workman 
should  be  illegal,  if  when  performed  by  anyone  else  the 
act  were  legal;  (2)  that  no  act  of  a  trade  union  should  be 
illegal,  if  when  performed  by  an  individual  it  were  legal. 
Peaceful  picketting  was  expressly  permitted,  but  any 
attempt  at  the  intimidation  of  workers  to  prevent  them 
from  working  at  a  shop  where  a  strike  existed,  was  for- 
bidden. The  law  held  (it  could  not  do  otherwise)  that  the 
right  of  the  strike-breaker  to  work  was  just  as  sacred  as 
that  of  the  striker  to  refrain  from  working. 

A  serious  depression  which  took  place  about  1880  and 
caused  great  suffering  showed  the  trade  unionists  of  Eng- 
land that  although  they  had  received  everything  for  which 
they  asked,  they  had  not  yet  attained  the  millennium. 
Accordingly  a  considerable  number  threw  themselves  into 
political  agitation  and  organized  a  Labour  Party  whose 
platform  included  nationalization  of  the  land,  mines  and 
minerals.  This  party  rose  into  political  consequence  at 
the  elections  of  1906  and  through  its  independent  sup- 
port of  the  present  Liberal  Government  of  Great  Britain 
has  exercised  a  very  considerable  influence  over  legis- 
lation. 

*That  is,  the  treasurer  of  a  trade  union  who  absconded  with 
the  funds,  could  not,  before  1871,  be  prosecuted  under  existing 
laws.  The  union  had  no  legal  redress,  just  as  to-day  a  man  cannot 
compel  another  to  pay  a  gambling  debt. 
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Trade  Unionism  in  Other  Countries. 

As  the  industrial  revolution  and  factory  industry 
spread  gradually  to  the  other  countries  in  Europe  and  to 
the  United  States  and  Canada,  trade  unions  were  organ- 
ized in  these  countries  also,  and  after  conflicts  with  the 
law  similar  to  those  which  occurred  in  Great  Britain,  they 
have  succeeded  in  achieving  a  considerable  though  vary- 
ing degree  of  freedom  of  action  in  all  the  countries  of  the 
modern  industrial  world.  The  fact  of  their  universality, 
even  in  more  despotic  <iountries  than  ours,  is  a  clear  proof 
of  the  essential  naturalness  of  their  existence  under  pres- 
ent industrial  conditions,  and  a  clear  proof  of  how  impos- 
sible it  is  to  destroy  them  altogether.  The  trade  union  of 
the  present  has  evidently  come  to  stay  and  cannot  be 
eliminated  ;  some  of  its  activities  may  be  harmful  to  the 
-body  politic  and  may  be  discountenanced.  Some  unions 
founded  on  anti-social  principles  may  even  be  entirely 
supressed.  But  the  union  itself  is  a  necessity  of  modern 
industrial  life. 

To  show  the  extent  of  the  trade  union  movement,  we 
may  copy  from  the  Labour  Gazette,  published  by  the 
Dominion  Government,  the  figures  of  trade  union  mem- 
bership in  the  leading  industrial  nations : 

Great  Britain   3,010,347 

France 1,029,238 

Germany 3,061,002 

Italy 709,943 

Austria-Hungary    591,443 

United  States   2,282,361 

Total 10,684,334 

In  these  six  leading  industrial  countries,  trade  unions 
have  thus  a  membership  of  between  ten  and  eleven  mil- 
lions. 

Trade  Unionism  in  Canada. 
In   Canada,   as   elsewhere,   trade   unions   have   grown 
with   the  rise   of  modern   manufacturing  industries   and 
modern  transportation  systems.    While  a  few  local  trade 


ECONOMICS  1 

unions  in  highly-skilled  trades  have  existed  for  some 
seventy  years,  the  trade  union  movement  has  become  a 
great  force  in  Canada  only  within  the  past  thirty  or  forty 
years.  It  has  grown  greatly  in  strength  during  the  past 
ten  or  fifteen  years.  This  growth  and  the  increasing 
importance  of  labour  problems  have  been  recognized  by 
the  action  of  the  Dominion  Government  in  1899  in  creating 
a  sub-department  of  labour,  which  was  raised  in  1908  to 
the  rank  of  a  full  department.  The  department  publishes 
an  annual  report  and  issues  an  important  monthly  periodi- 
cal, the  Labour  Gazette,  besides  many  reports  on  special 
problems,  such  as  the  cost  of  living. 

One  of  these  reports,  that  on  Labour  Organization  in 
Canada,  1912,  shows  the  extremely  rapid  growth  of  trade 
unions  in  years  of  prosperity.  At  the  end  of  1911  there 
were  1741  local  branches  of  trade  unions  with  133,132 
members ;  at  the  end  of  1912  there  were  1883  such 
branches  with  160,120  members.  Thus  a  single  year  show- 
ed an  increase  of  nearly  27,000  members,  or  more  than 
twenty  per  cent. 

The  great  majority  of  Canadian  local  trade  unions  are 
branches  of  international  unions  of  their  various  trades, 
the  word  "international"  implying  that  branches  of  the 
union  exist  in  both  'Canada  and  the  United  States.  Most 
of  these  great  international  unions  are  themselves  joined 
in  a  federal  union  known  as  the  American  Federation  of 
Labor.  The  American  Federation  of  Labor  and  the  con- 
stituent international  unions  (e.g.  the  International  Typo- 
graphical Union)  hold  annual  conventions  for  the  dis- 
eussion  of  problems  relating  to  labour — wages  and  hours, 
immigration,  apprentieeship,  labour  legislation,  etc. 

Definition  of  "Trade  Union." 

The  trade  union,  as  defined  by  the  most  celebrated 
student  of  such  societies,  Sydney  Webb,  is  "a  continuous 
association  of  wage-earners  for  the  purpose  of  maintaining 
or  improving  the  conditions  of  their  employment."  It 
aims,  then,  to  secure  an  increase  in  wages,  or  at  least  to 
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prevent  their  reduction^,  to  reduce  the  hours  of  labour,  or 
at  least  to  prevent  their  increase. 

Collective  Barg-aining. 

The  union  tries  to  do  this  mainly  by  what  is  known 
as  "collective  bargaining,"  i.e.,  bargaining  for  a  group 
of  men  at  once,  putting  the  men  on  an  equality  with  the 
purchaser  of  their  labour  by  enabling  them  to  put  what  is 
called  .a  reserve  price  on  their  labour — a  price  below  which 
they  refuse  to  work.  The  employer  formerly  had  a  great 
a'dvantage  in  bargaining  on  account  of  the  urgent  neces- 
sity of  the  employee  for  work  in  order  to  get  food.*  The 
scheme  of  the  union  is  to  counterbalance  this  advantage 
by  guaranteeing  to  support  the  employee  if  he  cannot 
find  work  at  the  reserve  wage.  It  also  prevents  the 
employer  from  taking  advantage  of  the  ignorance  of  the 
employee,  since  the  trade  union  officer  who  does  the 
bargaining  is  usually  a  skilled  bargainer,  and  probably 
knows  the  state  of  the  labour  market  quite  as  well  as  the 
employer.  He  is  under  no  obligation  to  the  employer,  and 
is  thus  able  to  meet  him  on  equal  terms. 

The  Reserve  Fund. 

How  can  the  union  support  men  who  cannot  get  work 
at  the  reserve  bid  ?  Through  its  reserve  funds,  into  which 
every  member  who  is  actually  at  work  must  pay  so  much 
weekly  or  monthly.  The  bargaining  strength  of  any  union 
lies  very  largely  in  its  reserve  fund.  Without  this  it  is 
likely  to  find  itself  almost  as  powerless  as  the  individual 
worker;  with  this  it  is  able  to  call  out  its  men  and  to  play 
a  waiting  game  until  the  employer,  who  sees  his  rent  and 
his  interest  bills  piling  up,  and  important  orders  perhaps 

*The  hungry  workman  who  sells  his  labour  for  half  its  normal 
market  value  in  order  to  get  something  to  eat,  is  in  practically 
the  same  position  as  the  buyer  of  eatables  who  has  to  pay  extra- 
ordinary prices  for  food,  or  go  without. 
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going  unfilled  and  customers  getting  impatient,  finds  it 
worth  his  while  to  come  to  terms  with  the  union.  On  the 
other  hand,  an  employer  who  finds  himself  stronger  finan- 
cially than  the  union  may  "lock  out"  his  employees  in 
order  to  exhaust  the  union  funds  and  smash  the  union. 

The  Restriction  of  Numbers. 

The  employer  is  more  likely  to  give  way  in  the  case  of 
a  skilled  trade  where  the  number  of  men  engaged  is 
limited,  and  where  new  men  cannQt  be  easily  trained  to 
take  the  place  of  the  strikers.  Almost  every  union,  there- 
fore, does  what  it  can  to  restrict  the  number  of  those 
entering  the  trade  by  limiting  the  number  of  those  learn- 
ing the  business.*  For  instance  the  Dominion  Labour 
Gazette  for  February,  1913,  gives  the  following  clause  of 
an  agreement  between  the  Master  Plasterers  and  the  Plas- 
terers' Union  of  Montreal: 

III.  Apprentices. — Master  plasterers  who  have  been 
one  year  in  the  business  will  be  allowed  one  apprentice, 
said  apprentice  to  serve  two  years  before  another  one  is 
taken  on.  .  .  .  All  apprentices  are  to  be  bound  before 
a  notary  for  four  years. 

This  union  evidently  realizes  that  an  artificial  limita- 
tion of  supply  of  labour,  while  demand  presumably  remains 
constant,  is  likely  to  mean  higher  prices  paid  for  labour. 

The  Alien  Labour  Law. 

Employers,  on  the  other  hand,  often  complain  of  the 
scarcity  of  labour  in  the  skilled  trades,  and  try  to  induce 
mechanics  from  the  United  Kingdom  and  the  Continent 
of  Europe  to  emigrate  to  the  United  States  and  Canada. 

*It  must  be  said  that  trade  unionists  are  not  the  only  people 
who  try  to  restrict  the  number  of  those  who  enter  their  occupa- 
tion. The  learned  professions  in  Canada  have  done  the  same 
thing,  and  the  vexatious  provincial  regulations  which  prevent  those 
who  have  graduated  in  one  province  from  practising  in  another 
are,  in  the  main,  due  to  a  similar  spirit. 
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The  unions,  which  have  considerably  political  influence, 
have  therefore  secured  the  passage  of  an  Alien  Labour  Law 
(Revised  Statutes  of  Canada,  1906,  Chap.  97),  which  for- 
bids employers  to  make  definite  contracts  agreeing  to 
employ  workmen  coming  from  other  countries  on  their 
arrival  here.  Thus,  we  may  conclude,  the  number  of 
mechanics  in  certain  trades  in  the  United  States  and  Can- 
ada is  less  than  it  would  have  been  if  the  Alien  Labour  Law 
did  not  exist,  and  therefore  their  wages  are  higher,  de- 
mand presumably  remaining  constant.  One  must  not, 
however,  overestimate  the  power  of  these  unions  in 
restricting  admission  to  their  trades.  They  cannot  prevent 
immigrant  mechanics  who  are  not  under  contract  from 
entering  the  country.  Also,  while  they  are  able  to  restrict 
the  taking  of  apprentices  in  the  cities  where  branches 
exist,  they  cannot  reach  out  into  the  country  towns  and 
villages  and  prevent  apprentices  from  learning  the  trade 
there.  Thus,  while  their  attitude  is  somewhat  selfish,  they 
have  not  sufficient  power  to  make  it  affect  very  greatly 
the  public  weal. 

The  Union  in  Unskilled  Trades. 

In  comparatively  unskilled  work,  easily  learned,  such 
as  that  of  a  street  railway  motorman  or  conductor,  the 
position  of  the  union  is  more  precarious  than  in  the  case 
of  highly  skilled  trades,  since  the  supply  of  labour  is  prac- 
tically unlimited.  The  work  can  be  fairly  well  learned  in 
a  few  weeks,  and  so  the  company  can  .  easily  replace 
strikers.  Under  such  circumstances  the  union's  plan  is 
to  make  strike-breakers  understand  that  their  position  is 
not  "healthy"  for  them;  at  least,  the  union  will  point  the 
finger  of  scorn  at  them.  Public  opinion,  too,  will  usually 
favour  the  employee  against  his  employer;  and  as  public 
opinion  is  a  matter  of  importance  to  a  street  railway  com- 
pany, the  trade  union  often  gains  a  vicarious  strength  in 
bargaining  on  account  of  the  reluctance  of  the  street  car 
company  to  quarrel  with  the  public. 

Why  do  the  bulk  of  the  people  tend  to  sympathize 
with  employee  against  employer?    Because  the  bulk  of  the 
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people  in  a  city  are  themselves  employees.  Their  action 
is  determined  by  what  the  Socialists  call  "class-conscious- 
ness"— the  feeling  that  every  gain  to  a  member  of  their 
class  is  in  some  measure  a  gain  to  them,  and  every  defeat 
their  defeat.  Apart,  also,  from  any  consideration  of  self- 
interest,  most  people  tend  to  sympathize  with  "the  under- 
dog" and  the  wage-earner,  especially  the  unskilled,  when 
engaged  in  a  struggle  with  his  employer,  is  only  too  likely 
to  be  "the  under-dog." 

In  conclusion,  then,  trade  unions  of  the  skilled  trades, 
through  their  collective  bargaining  and  their  partial  con- 
trol of  admission  to  their  trade,  have  succeeded  in  raising 
materially  the  wages  paid  in  those  trades.  Unions  in 
unskilled  trades  have  had  a  lesser  degree  of  success  in  this, 
since  the  strength  of  these  unions  lies  rather  in  their 
power  of  appealing  to  the  public  than  in  a  naturally 
strong  economic  position. 

The  Public  Interest  in  Labour  Conflicts. 

In  all  conflicts  between  laborer  and  employer,  three 
parties  are  interested — the  two  participants  in  the 
struggle,  and  last,  but  not  least,  the  general  public.  In 
fact,  it  has  been  said  with  great  truth  that  no  matter  who 
wins  in  a  strike  or  loekout,  the  public  loses.  In  some  cases 
the  loss  to  the  public  is  out  of  all  proportion  to  any  pos- 
sible gain  which  could  come  to  either  employers  or 
employees.  The  public,  therefore,  might  naturally  be 
expected  to  feel  that  it  liad  a  right  to  be  considered  and 
consulted  whenever  these  disputes  arose,  and  this  right 
it  might  properly  enforce  by  legislation. 

Now,  there  would  be  little  use  in  Parliament  or  the 
Ministry  peremptorily  forbidding  all  strikes  or  lockouts. 
The  Government  cannot  well  insist  that  such  a  man  must 
work  for  such  an  employer,  or  that  an  employer  must 
take  or  keep  in  his  service  a  man  or  men  whom  he  does 
not  want.  Such  an  action  would,  among  us,  be  considered 
an  unwarrantable  interference  with  the  liberty  of  the 
subject.     What  then  can  the  Government  do  to  protect 
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the  public  from  loss  or  serious  inconvenience  by  the  inter- 
ruption of  any  of  the  great  public  services? 

Industrial  Disputes  Investigation  Act. 

The  Oovernment  has  made  an  attempt  to  deal  with  the 
question.  Under  the  Industrial  Disputes  Act  of  1907, 
neither  employers  nor  employees  may  declare  a  lockout 
or  a  strike  in  an  industry  which  is  of  great  public  im- 
portance, such  as  the  railways  and  the  coal  mines.  If 
one  party  has  a  grievance  against  the  other,  it  may  ask 
for  arbitration.  This  will  result  in  the  appointment  of  a 
commission  of  three  (one  nominated  by  each  party  and 
one  by  the  Government)  to  consider  the  complaints  and 
draw  up  a  programme  for  a  settlement.  This  programme 
may  be  rejected  by  either  party,  and  a  strike  or  a  lockout 
then  begun ;  but,  as  a  matter  of  fact,  this  occurs  in  a  very 
small  percentage  of  cases.  Usually  the  representatives  of 
the  two  sides  arrive  at  some  fairly  satisfactory  compro- 
mise between  the  views  of  their  clients,  and  in  so  doing 
they  are  aided  by  the  Government  representative.  On 
the  whole,  the  Industrial  Disputes  Investigation  Act  has 
been  a  great  success,  and  many  people  hope  that  it  will 
speedily  be  extended  to  all  industries. 

Bulk  of  Workers  Not  in  Trade  Unions. 

The  number  of  trade  unionists  in  Canada  at  the  end 
of  1912  has  been  already  stated  at  160,000,  approximately 
2  per  cent,  of  the  population,  and  according  to  The  Labour 
Gazette,  about  12  per  cent.,  or  one-eighth  of  the  total 
number  of  wage-earners.  What  about  the  rest,  the  people 
who  must  carry  on  their  own  bargaining  about  hours  and 
payment  with  their  employer?  They  get,  on  the  whole 
(with  some  exceptions  in  the  case  of  unusual  workmen) 
less  than  union  workmen;  also,  they  work  longer  hours, 
and  it  is  asserted — though  this  is  hard  to  prove — that  they 
live  under  poorer  sanitary  conditions.  They  are,  on  the 
whole,  less  educated  than  the  unionists,  and  are  less  able 
to  resist  the  employer  in  whose  hands  their  fate  rests. 
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What  external  protection  have   they  against   a  possibly 
tyrannical  and  extortionate  employer? 

For  a  long  time  they  ha/1  practically  none.  The  em- 
ploying class  was  the  law-making  class,  and  the  workers, 
though  in  the  majority,  were  ill-organized,  had  no  journals 
of  their  own,  and  no  means  of  appealing  to  the  justice 
or  the  generosity  of  the  upper  classes.  The  extension  of 
the  suffrage  to  the  laboring  classes,  the  spread  of  popular 
education,  the  establishment  of  a  w^orking-class  press  have 
made  the  workers  a  power  in  the  land.  Public  opinion  is 
now,  in  very  large  measure,  the  opinion  of  tbe  working 
class,  and  that  public  opinion  has  tended,  as  it  always 
does,  to  crystallize  into  legislation. 

The  Force  of  Public  Opinion. 

The  public  opinion  of  to-day  holds  in  a  vague  general 
sort  of  way  that  the  laborer  who  has  passed  the  stage  of 
apprenticeship,  in  or  out  of  unions,  is  oppressed  if  he  does 
not  get  a  wage  sufficient  to  support,  in  some  degree  of 
comfort,  himself,  a  wife  and  a  family  of  average  size ;  if  he 
does  not  get  reasonable  time  for  rest  and  recreation,  and  if 
he  does  not  have  reasonably  healthy  conditions  in  the 
place  where  his  work  is  carried  on.  Various  people  have 
tried  to  estimate  what  wage  is  needed  to  satisfy  the  first 
of  these  conditions,  and  one  American  investigator  claims 
that  '$600  a  year  in  the  country,  $700  a  year  in  the  smaller 
cities,  and  $800  in  New  York  are  the  lowest  wage  which 
will  maintain  an  average  family  in  a  fair  degree  of  effi- 
ciency. As  the  cost  of  living  is  very  similar  in  the  two 
countries,  one  might  take  this  estimate  as  applying  to 
Canada.  It  should  be  remembered,  of  course,  that  these 
figures  are  used  merely  to  illustrate  our  point  and  not  in 
any  dogmatic  way. 

Similarly,  in  regard  to  hours  of  labor,  public  opinion 
looks  forward  to  the  eventual  adoption  of  the  eight-hour 
day,  and  tends  to  look  askance  upon  an  employment 
which  keeps  its  employees  busy  for  more  than  ten  hours 
per  day — for  example,  the  twelve-hour  day  in  the  United 
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States  Steel  Corporation.     Especially  are  long  hours  a 
menace  where  women  and  children  are  employed. 

Again,  public  opinion  requires  that  the  workers  be 
provided  with  decent  places  in  which  to  work.  The  work- 
ing day  for  most  men  includes  one-half  of  their  waking 
hours,  and  they  have  a  right  to  expect  that  they  will  not 
be  forced  to  spend  those  hours  in  conditions  inimical  to 
health,  dangerous  or  unduly  unpleasant.  Reasonable 
attention  on  the  part  of  the  employer  to  the  questions  of 
ventilation,  the  elimination  of  unnecessary  dust,  the  pre- 
vention, in  so  far  as  that  is  possible,  of  occupational 
diseases,*  the  use  of  safety  appliances  on  dangerous 
machinery — is  coming  to  be  recognized  as  the  right  of  the 
employees. 

The  Public  Interest  in  Labour  Questions. 

The  public  is  also  interested  in  this  latter  point.  If 
m*en  work  in  unsanitary  shops  and  use  unsanitary  meth- 
ods, their  product — especially  if  it  be  food  or  clothes — 
will  tend  to  spread  disease  among  those  into  whose  hands 
it  comes.  Unsanitary  conditions  of  labor  will  result  in  an 
unsanitary  product.  Even  if  the  workers  were  not  enlight- 
ened or  educated  enough  to  demand  decent  conditions  of 
labour  for  themselves,  it  would  still  be  in  the  vital  interest 
of  the  great  body  of  the  public  to  see  that  such  conditions 
prevailed.  Workers  in  dairies,  for  instance,  milkers  on 
the  farms,  may  be  satisfied  to  work  under  unsanitary 
conditions,  but  such  unsanitary  conditions  constitute  a 
menace  to  the  health  of  the  general  public,  and  conse- 
quently the  authorities  are  justified  in  demanding  laws 
requiring  better  sanitation,  and  in  enforcing  those  laws 
when  made.  This  is  done  under  what  the  Americans  call 
the  ''police  power"  of  the  state. 

Labour  Leg^islation — I.  Sanitation. 

Labour  legislation  touches  the  worker  at  many  point. 
One  of  the  most  easily  comprehensible  is  the  case  of  sani- 

*A  law  forbidding  the  use  of  a  certain  poisonous  form  of 
phosphoi%us  in  the  manufacture  of  matches  was  passed  in  the 
United  sWes  in   1912. 
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tary  legislation  referred  to  above.  Since  it  is  of  import- 
ance that  factory  buildings  shall  be  sanitary,  and  that 
machinery  shall  be  rendered  as  safe  as  possible,  the 
governments  in  almost  all  civilized  countries  have  made 
laws  providing  for  these  things,  and  they  attempt  to 
enforce  these  laws  by  sending  around  factory  inspectors.* 
The  workers  are  thus,  without  any  action  of  their  own, 
protected  against  some  of  the  risks  of  industry. 

Labour  Legislation— II.  Hours  of  Labor. 

In  legislation  with  regard  to  hours  of  labour,  Canada 
and  the  United  States  are  mudh  more  conservative  than 
other  English-speaking  countries,  such  as  Australia  and 
New  Zealand.  Wihere  such  legislation  exists  in  the  United 
States,  it  applied  mainly  to  the  labor  of  women  and  young 
persons,  who,  according  to  the  American  Constitution,  as 
interpreted  by  the  Supreme  Court,  are  in  some  sense 
wards  of  the  state,  for  whom  regulations  may  be  made, 
while  grown  men  are  considered  as  needing  no  such  pro- 
tection. Still,  under  the  "police  power,"  State  govern- 
ments have  fixed  the  hours  of  labour  in  designated  employ- 
ments, as  in  smelters,  underground  mines,  on  railroads, 
street  railways,  drug  stores,  bakeries,  and  brickyards. 
Hours  of  labour  on  public  works  are  limited  in  a  number 
of  States  and  by  the  Federal  Government.  For  instance, 
the  constitution  of  the  State  of  Ohio  has  been  amended 
so  as  to  make  eight  hours  per  day  and  forty-eight  hours 
per  week  the  maximum  for  laborers  on  public  works  in 
that  State. 

In  Canada,  legislation  follows  a  similar  course.  There 
is,  for  instance,  a  law  in  Ontario  forbidding  night-work 
for  women  and  children;  there  is  a  law  that  no  child 
under  fourteen  years  of  age  shall  be  employed  in  a  fac- 
tory, etc.  •  Similar  legislation  exists  in  most,  if  not  all,  of 
the  provinces  of  Canada.     In  the  different  states  of  Aus- 

*If  the  student  is  eager  for  further  itiforniation,  he  should  apply 
to  his  Provincial  Government  for  the  last  report  of  factory 
inspectors. 
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tralia,  the  48-hour  week  for  factory  workers  is  fairly  well 
established  by  public  opinion,  even  where  there  is  no  law; 
in  New  Zealand  it  is  enforced  by  law. 

Labour  Leofislation — III.  Rate  of  Payment. 

Less  interference  with  rate  of  payment  takes  place 
in  Canada  than  in  most  countries.  Contractors  tendering 
for  contracts  to  thej^ominion  Government  must  do  so  on 
the  understanding  that  they  are  to  pay  wages  at  fair  and 
reasonable  rates,  the  minimum  of  which  is  decided  by  the 
Government  itself.  The  minimum  rates  to  be  paid  on  each 
job  are  published  in  The  Labour  Gazette,  so  that  any 
employee  who  is  paid  less  than  the  "fair"  rates  is  able  to 
complain  to  the  Labour  Department,  which  will  nlake  up 
the  deficiency  out  of  money  in  its  hands  due  to  the 
contractor. 

The  British  and  the  Australian  Governments  have  in 
this,  as  in  other  labour  legislation,  gone  far  beyond  us.  In 
the  United  Kingdom  there  was  passed  in  1909,  with  the 
approval  of  all  parties  in  Parliament,  an  act  providing 
for  a  minimum  wage  in  what  are  known  as  the  "sweated 
trades."  These  trades  employ  unskilled  laborers,  many  of 
them  women.  Owing  to  their  ignorance  of  the  value  of 
their  own  labour,  and  the  state  of  the  labour  market  in 
general,  they  were  often  the  victims  of  the  greed  of  their 
employers,  and  worked  long  hours  for  the  merest  pittance. 
In  1909  the  Minimum  Wage  Law  alleviated  this  condition 
of  affairs  by  stating  a  figure  below  which  wages  must 
not  go. 

In  1912,  as  a  result  of  the  English  coal  strike,  the 
minimum  wage  system  was  extended  to  the  coal  miners; 
different  rates  of  wages  were  fixed  as  minima  for  dif- 
ferent districts  on  account  of  the  different  cost  of  living. 
So,  too,  our  "fair  wages"  on  government  contracts  differ 
widely  between  Atlantic  and  Pacific. 

The  State  of  Victoria,  in  the  Commonwealth  of  Aus- 
tralia, and  the  Dominion  of  New  Zealand  have  carried 
minimum  wage  legislation  further  than-  any  other  coun- 
tries.   In  bot«h  these  countries  the  minimum  waore  is  fixed 
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by  a  trade  board  in  each  industry.  The  rates  are  about 
what  would  be  considered  here  as  average  wages,  consid- 
ering the  grade  of  labour  employed.  Old  employees,  no 
longer  able  to  earn  the  general  minimum  wage,  may  come 
before  the  Trade  Board,  which  is  composed  of  represent- 
atives appointed  by  the  employers,  the  employees  and  the 
Government,  and  have  a  special  minimum,  proportional  to 
their  efficiency,  set  for  them. 

The  Results  of  Minimum  Wage  Legislation. 

All  this  minimum  wage  legislation  has,  up  to  the 
present  time,  aimed  rather  at  standardizing  current  rates 
of  wages  than  at  fixing  new  and  higher  rates.  This  leads 
us  to  the  conclusion  that,  contrary  to  a  widespread  belief 
among  workingmen,  minimum-wage  legislation,  if  it 
should  come,  would  by  no  means  introduce  an  ideal  scale 
of  wages.  And  this  conclusion  is  supported  by  the  results 
of  minimum-wage  legislation  in  England,  so  far  as  we 
can  at  present  determine.  The  probable  consequence 
would  be  that  certain  workers,  largely  of  the  unorganized 
type,  who,  on  account  of  their  inexperience  and  their 
ignorance  of  the  market,  are  now  employed  at  unduly  low 
rates,  would,  provided  the  law  were  enforced,  receive  a 
higher  rate  of  wages,  and  that  certain  employers  who 
make  a  part  of  their  profit  out  of  this  sort  of  labour,  would 
lose  it.  Such  legislation,  if  indeed  it  is  practicable  in  so 
individualistic  a  country  as  ours,  would  confer  its 
greatest  benefit  when  applied  to  the  labour  of  women  and 
young  persons  of  both  sexes.  Unlike  the  adult  male  lab- 
orer, such  persons  usually  know  little  about  current  rates 
of  wages  and  the  cost  of  living,  and  are  only  too  likely  to 
accept  whatever  wages  an  employer  offers.  They  are  in 
no  position  to  carry  on  bargaining  for  themselves,  and  in 
such  a  case  it  does  not  seem  to  the  writer  that  any  eco- 
nomic principle  is  violated  by  allowing  the  state  to  fix  a 
minimum  wage  in  their  behalf.  The  low  wages  paid  to 
working-girls  are  due  partly  to  the  fact  that  many  girls 
living  at  home  do  not  have  to  support  themselves  on  their 
wages.    The  supply  of  such  labour  makes  it  difficult  for  the 
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girl  who  has  to  live  by  her  work  to  secure  a  living  wage. 
The  state  could  mitigate  the  great  social  evils  which  are 
partly  due  to  these  conditions  by  enforcing  the  payment 
of  a  minimum  living  wage. 

Labour  Legislation — IV.  Workmen's  Insurance. 

Workmen's  insurance,  as  provided  by  law,  is  found  in 
its  most  highly  developed  form  in  Germany.  There  are 
four  classes  of  insurance  provided:  accident  insurance, 
sickness  insurance,  invalidity  and  old  age  insurance,  and 
unemployment  insurance.  Legislation  somewhat  similar 
to  that  of  German}^  has  also  been  adopted  in  England, 
except  in  regard  to  accident  insurance.  The  German 
system,  established  among  a  people  who  have  always  been 
accustomed  to  a  Government  which  has  watched  over  them 
in  a  fatherly  way,  and  controlled  their  actions,  has  proved, 
on  the  whole,  a  success;  it  is  as. yet  too  soon  to  pass  judg- 
ment on  the  English  system,  which  exists  among  a  people 
who  bitterly  resent  any  interference  with  their  liberty  of 
action  on  the  part  of  the  state. 

No  doubt  the  time  will  come  when  all  these  great  ques- 
tions of  workmen's  insurance  will  have  to  be  considered 
in  Canada  and  the  United  States.  At  present,  however, 
our  workmen  are  so  much  better  off  and  have  so  much 
greater  opportunities  of  getting  on  in  the  world  than 
those  of  European  countries,  that  the  problem  of  work- 
men's insurance  has  not  come  into  practical  politics.  The 
heavy  mortality  and  the  long  list  of  casualties  due  to 
industrial  accidents  have,  however,  brought  to  the  front 
the  question  of  industrial  accidents,  and  the  brief  space 
that  can  be  given  to  the  subject  will  be  devoted  to  the 
question  of  practical  interest,  that  of  Workmen's  Com- 
pensation for  accidents,  which  is  now,  or  has  been  within 
recent  years,  a  subject  of  legislation  in  most  of  our 
provinces. 

In  past  years  a  few  workmen  have  insured  themselves 
against  accident  with  accident  insurance  companies; 
others  were  insured  by  their  employers,  who  paid  a  cer- 
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tain  percentage  of  their  pay-roll  to  some  employers'  lia- 
bility company,  in  return  for  which  the  company  under- 
took to  pay  claims  arising  out  of  the  death  or  injury  of  the 
workman  while  in  the  service  of  the  employer.  But  most 
workmen  were  not  insured  at  all,  and  when  they  had  to 
sue  for  dam'ages  in  court,  the  damages  they  received,  even 
when  they  were  successful,  were,  in  many  cases,  hardly 
more  than  sufficient  to  pay  the  lawyer.  The  majority  of 
workers  had  no  protection  against  accidents  not  directly 
due  to  the  negligence  of  the  employer.  The  result  was  that 
the  families  of  killed  and  injured  workmen  were  often 
thrown  upon  the  charities  for  support,  which  resulted  in 
loss  to  the  public  and  in  the  degradation  of  their  own 
character. 

Finally,  someone  said:  ''Why  should  not  the  industry 
bear  the  cost  of  its  killed  aind  injured  workmen,  just  as  it 
bears  the  cost  of  its  damaged  and  worn-out  machinery,  as 
a  part  of  its  cost  of  operation?  Why  should  it  be  able  to 
throw  off  this  cost  upon  the  public  or  upon  the  family  of 
the  worker?" 

"But  in  many  cases,"  was  the  reply,  "the  accident 
was  due  to  the  negligence  of  the  worker.  Why  should  the 
industry  be  penalized  for  that?" 

The  statistics  show,  however,  that  some  70  per  cent, 
of  the  accidents  occurred  without  any  negligence  on  the 
part  of  the  person  injured,  and  very  little  of  the  remaining 
30  per  cent,  was  due  to  wilful  or  gross  misconduct,  but 
rather  to  some  momentary  carelessness  or  inattention, 
such  as  we  all  display  from  time  to  time.  In  such  cases, 
too,  the  slight  offence  of  the  workman  was  already  pun- 
ished by  his  death  or  by  the  suffering  due  to  his  injury. 
Why  exact  a  further  penalty  from  his  wife  and  children? 
children? 

The  whole  trend  of  opinion  is  to-day  setting  in  favor 

*It  has  been  impossible  to  discuss  Workmen's  Compensation 
adequately  within  the  narrow  limits  of  a  couple  of  paragraphs. 
Students  interested  will  find  much  valuable  material  in  the  Interim 
Report  of  the  Ontario  Workmen's  Compensation  Commission,  pub- 
lished by  the  Ontario  Government. 
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of  making  the  compensation,  in  the  cases  where  a  work- 
man is  killed  or  injured  in  the  course  of  his  employment,  a 
charge  upon  the  industry  in  which  he  was  engaged.  Thus 
the  family  will  not,  in  such  cases,  be  pauperized  any  more 
than  is  the  family  of  a  citizen  who  has  died  soon  after 
taking  out  a  life  insurance  policy.  The  children  will  be 
able  to  get  an  education,  and  will  be  industrially  more 
efficient  than  if  compelled  to  leave  school  and  resort  to 
unskilled  labor  at  an  early  age.  More  and  more  it  is  felt 
that  some  such  provision  is  demanded  by  economic  expe- 
diency no  less  than  by  social  justice. 
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EXAMINATION  QUESTIONS 

ECONOMICS. 

LESSON  XV. 

1.  Under  what  circumstances  did  trade  nnions  first 
come  into  existence?  Why  did  they  arise  in  some  trades 
and  not  in  others? 

2.  What  was  the  attitude  of  the  law  toward  trade 
unions?    When  and  why  was  that  attitude  changed? 

3.  Why  have  modern  English  trade  unions  resorted  to 
political  methods  and  organized  a  Labour  Party  ? 

4.  Write  a  note,  on  the  causes  of  the  recent  rapid 
growth  of  Canadian  trade  unionism. 

5.  What  are  the  aims  of  the  trade  union?  How  does 
it  try  to  realize  those  aims?  How  would  employers  natur- 
ally oppose  it? 

6.  Compare  the  success  of  unions  in  the  skilled  trades 
with  that  of  those  in  the  less  skilled  occupations. 

7.  'Show  (from  local  cases,  if  possible)  the  interest 
which  the  public  has  in  the  prevention  of  strikes  and 
lockouts.  State  the  main  principle  of  the  Industrial  Dis- 
putes Investigation  Act,  and  comment  on  its  working. 

8.  Give  instances  of  Canadian  legislation  with  regard 
to  sanitation,  rates  of  pay,  and  hours  of  labour.  (Refer  to 
the  Statutes  of  your  Province  at  any  lawyer's  office  or 
public  library.) 

9.  Discuss  minimum  wage  legislation  as  it  exists  in 
England  and  Australia.    Where  does  it  seem-most  needed? 
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10.  What  economic  principle  lies  behind  the  idea  of 
Workmen's  Compensation?  What  social  benefits  would 
probably  accrue? 

N.B. — The  student  who  is  fortunate  enough  to  have 
access  to  a  public  library  will  be  aided  in  answering  these 
questions  by  the  files  of  The  Labour  Gazette. 
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LESSON  XVI. 

Transportation  Problems. 

Note. — Before  beginning  this  lesson,  the  student  should 
read  over  carefully  the  latter  half  of  Lesson  IV,  which 
deals  with  the  development  of  the  transportation  system  of 
Canada. 

Transportation  the  Creation  of  Place-Utilities. 

HE  transportation  of  commodities,  regarded  from 
the  economic  point  of  view,  is  simply  the  crea- 
tion of  place-utilities^ — the  increasing  of  the 
utility  of  a  commodity  by  transporting  it  from 
a  place  where  it  has  less  utility  to  a  place  where 
it  has  greater  utility.  How  do  we  know  that  a 
commodity  has  less  utility  in  one  place  than  in 
another?  By  a  comparison  of  the  market  price  of  the 
commodity  in  the  two  communities.  Generally  speaking, 
we  say  that  a  commodity  has  less  utility  in  one  community 
than  in  another  if  its  market  price  in  the  first  community 
is  less  than  in  the  second.* 

This  difference  in  the  utility  of  a  commodity  in  two 
communities  may,  however,  exist  without  bringing  about 
any  transfer  of  that  commodity  from  the  place  where  its 
utility  is  less  to  that  in  which  it  is  greater.  Eggs  may  be 
selling  ten  cents  a  dozen  dearer  in  Montreal  than  in 
Ottawa,  but  if  the  rate  charged  by  the  railway  companies 
or  the  express  companies  for  transportirvg  them  from 
Ottawa  to  Montreal  be  fifteen  cents  a  dozen,  no  one  will  be 
likely  to  ship  them.  If,  however,  the  rate  were  cut  down 
to  five  cents  per  dozen,  many  people  would  commence  to 

*I  say* '' generally  speaking,"  because  the  criterion  is  not  ab- 
solute. One  community  may  be  so  much  poorer  than  another  that, 
although  the  utility  of  the  commodity  may  be  greater  than  in  the 
richer  community,  the  market  price  will  be  less. 
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ship  eggs  from  Ottawa  to-  Montreal,  since  by  so  doing  they 
would  realize  a  gain  of  five  cents  per  dozen. 

The  rule  deduced  from  the  preceding  argument  is, 
then,  a  v,ery  simple  one :  Whenever  the"  cost  of  produc- 
tion of  an  article  in  one  community  plus  the  expense  of 
transporting  it  to  a  second  community  is  less  than  the  cost 
of  producing  it  in  the  second  community,  the  transporta- 
tion of  the  commodity  from  the  first  place  to  the  second 
will  go  on.  When  this  is  no  longer  the  case,  transporta- 
tion will  cease. 

Economy  of  Transportation. 

There  is,  therefore,  a  presumed  economy  in  the  trans- 
portation of  all  commodities  that  are  actually  transported 
from  producer  to  consumer.  The  consumer  could  not  ob- 
tain them  so  cheaply  if  they  were  produced  where  he  is, 
as  he  obtains  them  when  produced  elsewhere  and  brought 
to  him.  All  transportation,  therefore,  implies  an  economy, 
a  saving  of  trouble  and  .expense.  After  payment  of  all  the 
charges  made  for  transportation  (and  they  amount  to  an 
enormous  total  sum),  the  cost  of  commodities  is,  neverthe- 
less, much  less  than  consumers  would  have  to  pay  if  these 
commodities  had  to  he  produced  on  the  spot.  We  may  be 
quite  sure  of  this  point  at  least — that  the  future  will  see 
transportation  of  commodities  going  on  to  a  greater  and 
greater  extent  and  additional  economies  realized  from  bet- 
ter and  more  widely  extended  transportation  systems. 

The  total  gross  earnings  of  our  railways  (in  1912, 
$219,400,000,  or  $29  per  head  of  population,  or  $145  per 
family  of  five)  represent  a  heavy  charge  upon  the  average 
citizen — perhaps  1/10  or  1/8  of  hi^  total  income.  This 
charge  is  unseen,  but  it  enters  into  the  cost  of  every  com- 
modity that  has  to  be  brought  to  him  by  rail.  According 
to  our  argument  there  is  no  real  loss  to  him,  however,  as 
the  $145,  relatively  large  sum  as  it  is,  is  less  than  the  extra 
amount  which  he  would  have  to  pay  if  all  the  commodities 
which  he  consumes  had  to  be  produced  at  home.  The  same 
may  be  said  of  the  earnings  of  our  steamships,  interurban 
electric  railways  and  our  other  means  of  transportation. 
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Economy  of  Transportation  is  Increasing. 

Of  course  it  is  expedient  for  the  country  that  the  cost 
of  transportation  should  he  reduced  to  the  minimum.  It 
has  been  greatly  reduced  during  the  past  generation.  In 
the  United  States  in  1909  the  average  rate  for  carrying  a 
ton  a  mile  on  the  railroad  was  .763  cents.  In  1870  that 
rate  was  1.889  cents;  in  1880,  1.232  cents,  and  in  1890, 
.941  cents.  Canadian  freight  rates  have  been  reduced  in 
somewhat  similar  fashion.  In  Canada  in  1911  the  freight 
rate  per  ton  per  mile  averaged  .777  cents.  Freight  rates  are, 
therefore,  very  much  lower  than  they  were  a  generation 
ago,  and  thus  a  great  many  commodities  can  bear  the  cost 
of  transportation  which  could  not  then.  During  the  past 
few  years,  however,  there  has  been  evident,  both  in  this 
country  and  the  United  States,  a  slight  rise  in  freight  rates, 
due,  no  doubt,  to  the  increased  wages,  etc.,  paid  by  the 
railways  as  a  consequence  of  the  rapid  increase  in  the  cost 
of  living. 

While  this  is  the  cost  of  railway  transportation,  the 
cost  of  other  transportation  may  be  estimated  as  follows, 
per  ton  mile : 

Ordinary  road — 25  cents. 

Macadamized  road — 8 — 12^  cents. 

Steamship  (United  iStates  Steel  Corporation  Steam- 
ships running  in  Upper  Lakes) — .107  cents. 

Here  also  there  is  a  tendency  to  increased  economy.  In 
the  case  of  roads,  this  is  shown  by  the  movement  for  good 
roads,  where  the  cost  of  transportation  per  ton  mile  is  only 
about  half  what  it  is  on  our  ordinary  roads.  In  the  case 
of  steamships  it  is  evidenced  by  the  tendency  to  use  larger 
and  larger  vessels  which  can  be  run  at  a  lesser  propor- 
tionate cost  than  smaller  ones.  The  United  States  Steel 
Corporation  now  uses  steamers  of  15,000  tons,  where  it 
formerly  used  5,000  ton  vessels  to  bring  down  the  ore  from 
Lake  Superior. 

There  is,  therefore,  a  general  tendency  toward  greater 
economy  in  transportation  and  the  reductioni  of  transpor- 
tation rates.    The  slight  increases  in  railroad  freight  rates 
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during  the  past  few  years  are  an  apparent  rather  than  a 
real  exception  to  the  rule.  Since  railway  freight  rates  are 
increasing  more  slowly  than  general  prices,  the  percent- 
age of  the  value  of  goods  transported  which  is  taken  by 
the  railways  is  less  than  it  was  a  few  years  ago.  If,  as  we 
may  quite  properly  do,  we  regard  the  railway  rate  as 
analogous  to  the  miller's  toll,  we  should  say  that  the  rail- 
way takes  a  lesser  toll  now  than  formerly. 

The  Classes  of  Expense  in  Transportation. 

In  every  process  of  transportation  there  are  at  least 
three  elements  of  cost  to  be  considered : 

First,  the  cost  of  the  human  labour  emplo^^ed  in  the 
process. 

Second:  The  interest  o^n  the  cost  of  the  vehicles  and 
animals  used  in  the  process  of  transportation  plus  the  wear 
and  tear  of  the  vehicles,  the  feeding  of  the  animals,  if  any, 
or  the  expense  of  other  motive  power  (e.g.,  the  coal  bill  in 
the  case  of  steam  railroads  or  power  bill  in  the  case  of 
electric  railroads). 

Third :  The  interest  oai  the  sums  spent  for  the  acquiring 
and  constructing  the  right  of  way  plus  the  cost  of  main- 
taining the  same  in  good  condition  for  traffic. 

Toll-Roads  vs.  Public  Roads. 

A  generation  ago  in  this  country  there  were  many  toll- 
roads — roads  maintained  by  private  individuals  or  by  cor- 
porations who  bore  the  expense  of  making  the  road,  and 
of  keeping  it  in  repair  and  were  consequently  entitled  to 
collect  toll  from  all  those  who  made  use  of  it.  In  such  a 
case,  the  user  of  the  road  bore  the  above-mentioned  first 
and  second  costs  of  transportation,  and  paid  to  the  com- 
pany owning  the  road,  a  toll  that  would  ^o  to  meet  the 
third  cost  and  to  furnish  a  profit. 

At  the  present  time,  the  toll-roads  have  practically 
ceased  to-  exist,  and  the  user  of  the  roads  pays  now,  or 
seems  to  pay  only  charges  one  and  two.    Has  item  three 
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been  thereby  eliminated  from  the  list  of  transportation  ex- 
penses?   By  no  means. 

To-day  the  roads  are  owned  by  the  public — the  coun-. 
ties  and  the  townships  and  the  urban  municipalities.  In 
some  cases  these  roads  w^ere  acquired  b.y  purchase  from 
the  private  owners;  in  others,  the  roads  were  constructed 
by  the  municipalities  themselves.  In  all  cases  the  munici- 
palities provide  more  or  less  adequately  for  the  upkeep  of 
the  roads.  The  user  of  the  roads  has,  it  would  appear  at 
first  sight,  got  rid  of  the  third  item  in  the  expense  account. 
The  farmer  goes  to  town  and  the  townsman  drives  out  intO' 
the  country  without  paying  a  cent  for  the  privilege  of 
using  the  roads. 

We  have  said,  however,  that  the  public  pays  the  cost  of 
construction  and  maintenance  of  highways.  ''The  public" 
means  everybody ;  every  taxpayer  has  to  contribute  to^  the 
maintenance  of  roads  and  bridges.  Thus  in  1913  a  tax- 
payer of  the  city  of  Toronto,  assessed  at  $10,000  would 
have  to  pay  $42.08  toward  the  expense  of  the  maintenance 
of  roads  and  bridges,  sweeping,  watering,  etc.  Item  three 
in  our  transportation  account  is  only  transferred,  not 
eliminated,  when  the  maintenance  of  roads  and  bridges  is 
taken  over  by  the  public. 

There  is,  however,  no  doubt  that,  given  reasonably 
efficient  administration,  the  present  method  of  construct- 
ing and  maintaining  roads  and  bridges  is  better  than  the 
old.  The  toll-gate  on  roads  and  bridges  means  the  exist- 
ence of  a  toll-keeper  who  must  he  paid  out  of  the  tolls  col- 
lected before  any  of  these  tolls  can  be  applied  for  the  im- 
provement of  the  maintenance  o-f  the  ro^ad.  Also,  if  the 
company  has  had  to  borrow  money  for  constructing  the 
road,  it  will,  in  all  probability,  have  had  to  pay  a  higher 
rate  of  interest  than  the  municipality  would  have  had  to 
pay.  Possibly  there  are  disadvantages  when  public  roads 
are  kept  up  by  statute  la'bo'Ur,  and  when  such  roads  are 
constructed  in  localities  w'here  the  traffic  is  not  sufficiently 
great  to  enable  them  to  earn  interest  on  their  cost  of  con- 
struction. 
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Economic  Basis  of  the  Good  Roads  Movement. 

In  all  transportation,  there  are,  as  we  have  seen,  three 
items  of  expense:  the  labour,  the  vehicles  and  animals 
used,  and  the  construction  and  upkeep  of  the  right  of  way. 
The  Good  Roads  Movement  is  based  on  the  assumption 
that  by  an  increase  of  item  three,  that  is,  a  higher  expendi- 
ture on  construction,  and  possibly  on  maintenance  of  the 
right  of  way,  we  can  so  decrease  items  one  and  two,  that 
the  result  will  be  a  handsome  net  saving  to  the  community. 

The  Three  Classes  of  Expenses  in  Water  Transportation. 

Take  now  the  case  of  shipping.  Here  it  would  appear 
to  the  casual  observer  fhat  items  one  and  two  were  prac- 
tically the  only  ones.  But  this  is  not  really  so.  The  in- 
terest on  'the  icost  of  constructing  harbours  and  of  main- 
taining them  must  in  general  be  borne  either  by  the  ships 
using  those  harbours  o^r  by  the  public.  The  expense  of 
charting  and  'buoying  the  routes,  of  maintaining  light- 
houses, of  dredging,  etc.,  is  also  usually  borne  by  the 
public.  If  canals  are  on  the  route,  the  interest  on  their 
original  cost  and  the  current  expense  of  maintaining 
them  must  be  met  either  by  charging  tolls  on  the  ships 
using  the  canals  or  out  of  the  public  treasury. 

Tendency  to  ToU-Free  Canals. 

The  tendency  at  present  seems  to  'be  in  the  direction 
of  making  canals  toll-free,  and  meeting  the  interest  on  the 
cost  of  constructio-n  and  the  maintenance  charges  from 
public  funds,  as  in  the  'Case  of  roads.  Thus,  the  State  of 
New  York,  which  is  at  the  present  time  engaged  in 
enlarging  the  Erie  Canal,  at  a  cos-t  of  $100,000,000,  has 
provided,  by  the.  hard  and  fast  method  of  constitutional 
enactment,  that  no  tolls  shall  ever  be  charged  for  the  use 
of  the  canal.  This  means  that  the  public  treasury  will 
have  to  go  on  paying  $4,000,000  per  annum  for  all  time, 
plus  the  maintenance  charges  of  the  canal,  and  get  (di- 
rectly, at  least)  nothing  for  it. 

"When  the  canal  is  finished,"  says  Taussig,  "it  will 
be  as  if  Nature  had  made  a  navigable  river.     Doubtless 
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more  traffic  will  go  to  and  through  the  City  of  New  York ; 
the  rents  of  landowners  there  will  swell  still  further;  some 
consumers  may  gain  in  having  goods  cheaper.  But  it  is 
at  least  open  to  question  whether  the  labour  which  built 
the  canal  will  yield  its  full  normal  results  to  the  com- 
munity. The  test  of  its  having  been  worth  while  must  be 
whether  canal  tolls,  sufficient  to  pay  for  the  labour  (and 
waiting)  involved,  could  be  borne  by  the  traffic.  It  wo^uld 
be  desirable,  obviously,  to  have  all  transportation  free,  and 
to  have  every  commodity  produced,  once  for  all,  where  it 
could  be  most  cheaply  produced.  But  so  long  as  trans- 
po-rtation  involves  labour  and  waiting,  a  real  advantage 
from  exchange  is  go^t  only  if,  at  the  point  of  consump- 
tion, the  total  cost  can  be  met,  including  that  of  trans- 
portation."* 

The  Doubtful  Expediency  of  ToU-Free  Canals. 

One  cannot  but  feel,  then,  that  this  remission  of  tolls 
''queers"  our  accounts — that  it  is  impossible  to  tell 
whether  the  enlargement  of  the  Erie  is  an  economic  enter- 
prise or  not.  It  is  at  least  an  open  question.  In  the  same 
way  it  is  impossible  to  ascertain  whether  certain  of  our 
Canadian  canals  are  economic  enterprises.  In  some  cases 
at  least  there  are  wide-spread  suspicions  that  they  have 
been  undertaken  rather  to  advantage  a  few  and  to  help 
the  Government  in  power  to  maintain  its  grasp  on 
the  constituencies  through  which  they  run.  While  a  lib- 
eral margin  of  error  should  be  allowed,  since  even  the 
greatest  experts  in  transportation  matters  make  mistakes 
as  to  the  profitableness  or  otherwise  of  constructing  a 
certain  line  of  railway  or  a  certain  canal,  yet  the  delib- 
erate construction  of  an  uneconomic  canal  for  the  political 
advantage  of  the  party  in  power,  is  a  robbery  of  the 
public  treasury.  In  some  cases,  o.f  course,  there  is  every 
prospect  that  a  canal  which  will  not  pay  immediately  may 
yet  pay  ultimately'',  and  in  such  cases  the  canal  may 
well  be  built.    Generally,  the  public  should  not  undertake 

^Taussig's  ''Principles  of  Economics."     Vol.  2,  p.  365. 
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an  enterprise  which  an  expert  would  not  advise  a  com- 
pany to  undertake  under  similar  conditions. 

Three  Classes  of  Expense  in  Railway  Transportation. 

In  railways,  too,  there  are  the  three  chief  items  to  be 
considered:  (1)  labour  co.st;  (2)  wear  and  tear  of  rolling 
stock  and  interest  on  their  cost;  (3)  interest  on  cost  of 
construction  plus  cost  of  maintaining  the  line. 

When  railways  were  first  introduced  in  England,  it 
was  assumed  that  the  rarilway  companies  would  simply 
own  the  roadbed,  as  a  toll-road  company  its  road;  that 
any  man  would  own  ears  and  run  trains  just  as  he  would 
own  and  run  canal  boats  or  wagons,  and  would  pay  the 
railway  company  a  toll  for  the  use  of  their  road,  so  that 
users  would  pay  classes  one  and  two  of  expense,  and  the 
Company  only  the  third.  In  practical  experience,  such  a 
method  of  operation  was  soon  recognized  as  absurd,  and 
almost  all  over  the  world  railways  are  now  operated 
throughout  by  the  companies,  or  in  some  cases  by  the 
state. 

When  the  state  owns  railroads,  however,  it  sometimes 
transfers  their  management  to  private  companies,  main- 
taining a  control  over  rates  in  order  that  the  benefits  to 
the  public  shall  noit  be  taken  away.  We  have  an  inter- 
esting example  of  this  in  our  own  country  in  .the  case  of 
the  National  Transcontinental,  whose  line  from  Moncton 
to  Winnipeg  is  public  property,  but  is  leased  to  the  Grand 
Trunk  Pacific  for  a  period  of  fifty  years  from  the  date  of 
its  completion, -during  the  last  forty-three  of  which  the 
Company  engages  to  pay  to  the  Government  3  per  cent,  per 
annum  on  the  cost  of  construction. 

Railways  the  Chief  Means  of  Transportation. 

"The  railway,"  says  Professor  Taussig  of  Harvard 
University,  "is  the  most  important  among  modern  indus- 
tries, T30ith  as  regards  its  effects  on  the  economic  structure 
at  large  and  as  regards  its  own  special  problems."  The 
railway  has  been  the  leading  element  in  our  transportation 
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system.  It  has  helped  to  promote  the  geographical  divi- 
sion of  labour  and  large  scale  production.  More  than 
other  kinds  of  transportation,  it  presents  great  and  im- 
portant prciblems  for  solution.  Itself  a  corporation,  created 
under  the  laws  of  the  state,  it  may  exercise  more  power 
than  the  state  itself  in  making  and  unmaking  communi- 
ties, cities  and  individuals  along  its  route. 

The  balance  of  our  lesson  will  therefore  be  concerned 
with  railway  problems.  We  shall  best  understand  the 
most  fundamental  of  these  problems  if  we  begin  by  a 
comparison  of  the  earning  powers  of  railways  and  manu- 
facturers, as  compared  with  their  respective  capital 
investments. 

Railways  Compared  with  Manufactures. 

The  manufactures  of  Canada  had,  in  1910,  a  total 
capital  investment  of  $1,247,583,000  and  an  annual  pro- 
duct of  $1,165,975,000 — the  annual  turnover  being  more 
than  93  per  cent,  of  the  total  capital  investment.  Thus  a 
profit  of  6  per  cent,  on  product  would  pay  5  per  cent,  to 
bondholders  and  shareholders,  and  still  leave  something 
over  to  be  added  to  the  surplus. 

The  railways  of  Canada  had,  in  1912,  a  capital  of 
$1,588,937,000  (debentures,  $818,478,000;  stock,  $770,459,- 
000).  The  total  receipts  during  the  year  were  $219,403,- 
000 — or  only  13.8  per  cent,  of  the  capital  investment.  In 
order  to  pay  the  very  moderate  dividend  of  5  per  cent,  on 
capital,  whether  stocks  or  bonds,  a  railroad  would  have 
to  set  aside  about  36.2  per  cent,  of  its  gross  receipts — in 
other  words,  its  operating  expenses  could  not  be  more 
than  64  per  cent,  of  its  receipts  and  still  leave  a  moderate 
return  for  bondholders  and  shareholders.  As  a  matter  of 
fact,  the  working  expenses  in  t'he  year  ending  June  30, 
1912,  were  68.7  per  cent,  of  gross  receipts,  so  that  the 
actual  return  on  capital  invested  was  only  4.32  per  cent. 
While  there  is,  doubtless,  considerable  inflation  in  the 
capital,  it  is  extremely  unlikely  that  the  average  deben- 
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ture-holder  or  shareholder,  is  earning  6  per  cent,  on  his 
money. 

Every  Third  Dollar  Must  Go  to  Bond  or  Share  Holder. 

Railway  rates,  therefore,  must  considerably  more  than 
pay  the  actual  expenses  of  carriage.  Out  of  every  three 
dollars  collected  by  the  railway,  at  least  one  dollar  should 
go  to  bondholders  and  shareholders.  It  would,  of  course, 
be  pleasanter  for  the  public  if  it  had  to  pay  only  the 
a;ctual  expense  of  carrying  the  goods,  but  railways  involve 
enormous  expenditure  on  construction,  and  for  the  capital 
necessary  to  such  expenditure  interest  must,  O'U  the  aver- 
age, be  paid.  While  some  railway  lines  are  unable  to  pay 
dividends  to  their  shareholders,  railway  shareholders  must 
on  the  whole  find  the  rate  of  interest  that  they  receive 
equal  to  that  received  on  other  investments.  Otherwise, 
they  would  cease  to  invest  in  railways,  and  would  place 
their  capital  elsewhere.  New  railways  would  cease  to  be 
constructed,  and,  as  a  result,  the  development  of  the 
country  would  be  hindered. 

Large  Upkeep  Expenditure  Irrespective  of  Amount 
of  Traffic. 

The  second  great  feature  of  railways  is  that  large 
expenditures  are  necessary  to  keep  the  line  in  fair  con- 
dition for  traffic,  to  imaintain  stations,  etc.  These  expendi- 
tures are  necessary  whether  the  traffic  is  large  or  small, 
and  the  greater  the  traffic  the  larger  is  the  area  over 
which  these  great  maintenance  charges  may  be  distributed. 
Consequently  the  expenditure  as  maintenance  charge  is 
less  per  ton  mile  where  the  traffic  is  large  than  where  it  is 
small.  Increased  traffic  means,  therefore,  possible  reduc- 
tion of  rates  or  else  increased  returns  fo-r  shareholders. 
The  first  business  of  the  railway  man,  therefore,  is  to  get 
all  the  traffic  he  can  at  charges  which  will  pay  for  the 
actual  expense  of  transportation  and  leave  something  over 
for  the  shareholder.  But  a  considerable  part  of  this 
traffic  is  of  low  value    in    proportion    to    bulk,  and    can 
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hardly  pay  its  mere  cost  of  transportation,  le't  alone  con- 
tribute toward  the  interest  on  the  cost  of  the  railway.* 
Therefore,  our  railway  manager  collects  all  that  he  can 
on  the  higher  grades  of  goods. 

Competition  of  Railways  with  Waterways. 

Now,  in  certain  places  there  is  keen  competition  for 
traffic  between  railways  and  waterways,  and  in  other 
places  between  different  railway  companies.  In  the  first, 
the  railways,  unless  they  are  able  to  secure  control  of  the 
i^teamship  companies,  have  to-  maintain,  under  strictly  com- 
petitive conditions,  a  losing  fight,  since  the  actual  cost  of 
water  transportation  is  so  much  less  than  that  of  land 
transportation.  They  have,  however,  some  advantage  on 
tiieir  side  in  the  greater  speed  with  which  they  transfer 
goods — especially  "express  goods" — from  place  to^  place. 
Often,  too,  they  succeed  in  eliminating  serious  water  com- 
petition by  purchasing  or  coming  to  some  sort  of  agree- 
ment with  the  steamship  lines. 

Competition  of  Railways  with  Each  Other. 

In  places  of  the  second  class,  railways  may  either  in- 
dulge in  more  or  less  keen  competition — sometimes  in 
"  cut- throat "  competition — or  they  may  come  to  some 
arrangement  as  to  the  basis  on  which  passenger  rates  and 
freight  rates  are  to  be  charged.  :As  a  rule,  however,  com- 
petitive points  receive  "better  treatment"  in  the  matter 
both  of  freight  rates  and  passenger  service  than  points  at 
which  one  company  has  a  monopoly  of  traffic.  At  points 
where  competition  actually  goes  on,  the  railroads  are 
likely  to  find  their  rates  forced  down  until  the  returns 
do  little  more  than  cover  the  actual  expenses  involved  in 
transportation.  They  leave  but  a  small  margin  as  theii 
cointribution  toward  the  payment  of  interest  to  debenture* 
holders,  and  of  dividends  to  shareholders. 

*In  the  year  1909,  out  of  a  total  freight  movement  in  the  Uni- 
ted States  of  1,460,000,000  tons,  approximately  509,000,000  tons 
were  coal  and  75,000,000  tons  sand  and  stone;  that  is,  40%  of  the 
tonnage  carried  was  made  up  of  these  two  low-valued  articles  alone, 
which  would  bear  only  the  mere  expense  of  their  carriage. 
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Discrimination  Between  Competitive  and  Monopoly  Points. 

There  is  thus  a  discrimination  between  places  estab- 
lished, and  competing  points  tend  to  grow  more  rapidly 
than  places  where  there  is  no  competition — a  fact  which 
has  played  a  by  no  means  insignificant  part  in  deciding 
which  tO'wns  and  cities  shall  increase  in  industries  and 
population  and  which  shall  not.  This  discrimination,  how- 
ever, is  not,  as  a  rule,  arbitrarily  exercised.  The  railroad 
discriminates,  for  the  most  part,  not  because  it  wants  to, 
but  because  it  must.  The  law  of  competition  forces  it  to 
make  a  difference,  and  the  existence  of  such  a"  law  is  recog- 
nized by  the  public  authorities  set  up  by  our  Government 
to  control  the  actions,  rates,  etc.,  of  railways,  and  to  see 
that  the  public  get  fair  play.  These  Commissions  know 
enough  not  to  insist  that  the  railway  shall  give  the  same 
treatment  to  mcnopoly  as  to  competitive  points.  They 
recognize  that  at  competitive  points  the  railway  does  not 
make  much  more  than  operating  expenses,  and  that  the 
money  necessary  to  pay  its  bondholders  and  shareholders 
must  be  secured  at  monopoly  points. 

Discrimination  Between  Large  and  Small  Shippers — The 
Rebate  System. 

There  are  other  kinds  of  discrimination  which  have 
been  practised  by  the  railway  companies.  Notable  among 
these  is  the  discrimination  between  large  and  small  ship- 
pers. This  discrimination  is  natural  enough.  Usually, 
when  any  article  is  sold,  the  purchaser  can  get  it  at  a 
cheaper  price  per  unit  if  he  purchases  it  in  a  large  quan- 
tity. Manufacturers  find  themselves  compelled  to  make 
special  price  concessions  to  those  who  are  the  largest 
buyers  of  their  goods.  iSo>,  too,  railways  have  made  special 
concessions  of  'one  kind  or  another  to  their  largest  custom- 
ers— the  largest  shippers — ^^in  carder  to  secure  their  trade 
and  their  good-will.  This  was  usually  done,  not  by  openly 
cutting  the  rate  for  large  quantities,  but  by  giving  rebates 

*Express  companies  are,  for  all  practical  purposes,  special*  de- 
l^artments  of  the  railway  companies. 
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— by  periodically  returning  to  certain  large  shippers  cer- 
tain percentages  of  the  rates  paid  by  them  during  a  given 
period  of  time.  These  specially  low  rates  were  extended 
with  more  or  less  of  favoritism,  and  greatly  aided  certain 
companies  to  become  predominant  in  their  respective 
fields.  The  Standard  Oil  Company  was  particularly  suc- 
cessful in  obtaining  re'bates  during  its  early  history,  and 
was  thus  enabled  to  undersell  its  competitors  and  to  secure 
a  practical  m'onopoly  of  tlie  market. 

Public   Interest   in   Preventing   Discrimination   Between 
Large  and  Small  Shippers. 

But  the  public  was  not  in  the  least  satisfied  with  this 
state  of  things.  It  regards  the  railway  as  a  corporation 
deriving  its  existence  from  the  state — an  organization 
whose  success  is  possible  only  because  the  state  incor- 
porates it  and  transfers  to  it  part  of  its  sovereign  rights — 
notably  the  rig^ht  of  expropriating  private  property. 
(Railroads  are,  for  instance,  able  to  make  private  indi- 
viduals sell  them  their  property  at  the  market  price 
whether  they  want  to  or  ncit.)  In  return  for  these  con- 
cessions they  must  make  concessions.  They  must  recognize 
(and  indeed  they  are  doing  so  more  and  more)  that  they 
cannot  be  run  just  as  any  private  business — that  they  must 
consider  public  interest  as  well  as  private  profit. 

Public  opinion  has  come  more  and  more  to  this  point 
of  view.  Various  investigations  have  revealed  cases  of 
what  seemed  to  the  public  st'artlingly  unfair  discrimina- 
tion, especially,  of  course,  in  the  now  famous  case  of  the 
re'bates  allowed  the  Standard  Oil  Company.  There  'has 
been  much  heated  discussion,  and  finally  it  has  come  to  be 
a  widely  accepted  principle,  that  a  railway  may  not  dis- 
criminate between  large  and  small  shippers,  provided  the 
small  shipper  is  shipping  at  least  a  carload.  Higher  rates 
are  admittedly  necessary  for  less-than-carload  shipments, 
as  these  involve  a  proportionately  heavier  expense  to  the 
railway,  which  may  not  be  able  to  fill  a  car  with  other 


16  THE      SHAW      CORRESPONDENCE      SCHOOL. 

goods,  and  has  to  do  the  same  amount  of  shunting,  etc.,  as 
if  the  'car  were  full. 

Discrimination  Between  Commodities. 

Even  before  railroads  came  into  existence,  it  was  gen- 
erally recognized  thait  ship  freight  rates  should  vary  with 
the  value  of  the  article  shipped.  The  rate  on  co^al  was 
lower  than  that  on  iron,  the  rate  on  iron  lower  than  that 
on  cotton,  and  so  on.  Consciously  or  unconsciously,  'the 
rate  charged  for  transportation  was  at  least  partly  de- 
cided on  the  principle  of  what  the  traffic  would  bear. 

The  Classification  of  Commodities. 

When  railroads  came  into  existence  they  began  fixing 
their  charges  in  competition  with  the  existing  means  of 
transportation,  and  so  their  rates  lalso  were  subject  to  a 
rough  system  of  classification.  That  system  of  classifi- 
cation has  been  gradually  becoming  more  elaborate,  and 
this  tended  to  confusion  when  each  railroad  adopted  its 
own  raites  for  all  commodities.  It  was  very  difficult  to 
figure  out  the  rate  for  a  commodity  which  had  to  travel  a 
lo^ng  distance  over  different  railways.  Finally,  the  rail- 
roads in  different  parts  of  the  United  States  came  to  agree- 
merits  as  to  classification  of  commodities,  the  highest  class 
containing  it'he  m'ost  valuable  commodities  and  paying  the 
highest  rates  per  hundredweight,  and  the  other  classes 
paying  lower  freight  rates,  down  to  coal,  which  probably, 
under  most  classific'ations,  pays  the  lowest  rate.  The 
present  Canadian  joint  classification  is  composed  of  ten 
classes. 

How  do  railways  decide  which  commodities  shall  go 
into  each  class?  Various  principles  of  classification  have 
been  suggested,  and  many  of  them  have  been  actually 
tried  in  some  country  or  other. 

The  Principles  of  Classification  of  Commodities. 

First,  a  railroad  might  impose  a  uniform  raJte  per  unit 
of  weight  per  mile.     This  would,   however,   practically 
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restrict  the  sale  of  coal,  etc.,  to  a  short  distance  from  the 
mine,  and.  'Coal  is  a  necessity  of  modern  life.  Hence  this 
principle  'has  been  abandoned. 

Second,  a  railroad  might  impose  a  uniform  rate  per 
unit  of  weight  without  regard  tto  distance,  as  the  post- 
office  does.  But  the  commodities  that  the  railway  handles 
are  so  much  heavier  than  those  which  the  postoffice  handles 
that  cost  of  handling  increases  rapidly  with  increasing 
distance.    So'  this  princij^le  is  inequitable  and  absurd. 

Third,  a  railway  may  impose  a  rate  based  on  cost  of 
service  rendered.  But,  as  Taussig  has  shown,  it  is  beyond 
the  power  of  man  accurately  to  estimate  what  additional 
expense  is  incurred  by  a  railway  for  the  carriage  of  an 
additional  ton  weight  of  a  certain  commodity  from  Toronto 
to  Montreal.  The  railways,  however,  do  attempt  to  come 
to  an  approximate  conclusion  as  to  cost  of  service,  and 
their  minimum  charges  may  be  said  to  be  fixed  by  that 
conclusion.* 

Fourth,  rates  may  be  decided  by  value  of  goods.  But 
these  values  are  all  the  time  varying  in  relation  to  each 
other,  and  we  have  learned  that  it  is  of  the  greatest  im- 
portance thait  railway  rates  shall  be  comparatively  stable. 
Those  who  !are  in  l)usiness  must  be  able  to  estimate  what 
rates  they  will  have  to  pay  for  the  transportation  of  their 
raw  materials  and  their  finished  product. 

Fifth,  freight  rates  may  be  decided  by  value  of  service 
rendered,  that  is  by  the  difference  in  the  utility  of  a  com- 
modity to  its  shipper  and  to  its  consignee.  This,  however, 
is  a  psychological  abstraction.  The  increased  utility  'of 
the  commodity  could  be  estimated  only  by  someone  who 
knows  all  about  the  two  individuals.  This  principle  is, 
tlierefore,  impossible  in  practice. 

*Usually  eastbound  traflSc  costs  more  than  westbound,  other 
things  being  equal.  This  is  because  so  many  of  the  cars  used  by 
bulky  western  products  en  route  to  the  east,  have  to  be  returned 
empty.  Hence  it  may  pay  the  railway  to  accept  traffic  for  the  west 
at  very  cheap  rates. 
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The  Principle  Accepted  by  Railway  Men. 

Sixth,  freig^ht  rates  may  be  decided  on  the  basis  of 
''wha't  the  traffic  will  bear."  This  is  the  prin'ciple  now 
universally  accepted  among  railway  men,  and  it  implies 
that  freight  charges  shall  be  fixed  ait  the  rate  at  which  the. 
traffic  yields  the  highest  net  return  to  the  company,  and 
the  mc-nopoly  price  of  transportation  is  decided  just  as 
the  monopoly  price  of  any  other  commodity  or  service  is 
decided.  (See  Lesson  VII.,  page  10.)  This  principle  has 
the  advantage  of  being  experimental  and  practical.  The 
railroad  manager  may  fix  different  rates  until  he  reaches 
the  one  which  yields  him  the  greatest  net  return,  just  as 
the  hat  manufacturer,  in  Lesson  VII,,  fixed  the  ^rice  which 
would  yield  him  the  maximum  of  profit. 

The  Public's  Right  to  Object  to  This  Principle. 

The  trouble  with  this  criterion  is  that  it  dO'Cs  not  recog- 
nize the  public  interest  in  the  game.  The  public,  already 
incensed  at  the  increasing  cost  of  living,  is  keenly  sus- 
picious of  all  combinations  of  monopolistic  or  semi- 
monopolistic  tendencies.  In  the  long  run,  the  will  of  the 
people  must  prevail.  In  railway  matters,  the  public  in- 
terest, in  such  countries  as  Canada  and  the  United  States, 
is  pro'tected  by  the  appointment  of  commissions,  such  as 
the  Interstate  Commerce  ^Commission  in  the  United  States 
and  the  Dominion  Railway  Commission  in  Canada.  In  this 
country,  which  has  done  so  much  for  the  railways — given 
them  great  subsidies  in  m'oney,-  in  land,  in  guarantees  of 
bonds  which  enable  t'hem  to  borrow  at  lower  rates — the 
public  have  an  excellent  claim  for  consideration  from  the 
management  of  the  railway,  and  are  able  to  enforce  it.  At 
the  same  time  the  railway  must  be  able  to  earn  reasonable 
profits;  otherwise,  capital  would  no-t  be  forthcoming  for 
the  building  of  new  lines  of  railway,  and  the  development 
of  Canada,  in  which  we  are  all  interested,  would  suffer. 

The  Powers  of  the  Railway  Commission. 

The  railways  of  Canada  are  placed  under  the  jurisdic- 
tion of  the  Board  of  Railway  Commissioners  for  Canada. 
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This  body  is  composed  of  six  commissioners  and  employs 
a  traffic  expert,  a  number  of  engineers,  secretaries,  clerks, 
etc.  A  single  section  of  the  Railway  Act  (Revised  Statutes 
of  Canada,  1906,  Chapter  37,  Section  323),  will  show  the 
wide  jurisdiction  of  this  body  over  the  railways  of  the 
country. 

"The  Board  may  disallow  any  tariff  or  any  portion 
thereof,  which  it  considers  to  be  unjust  or  unreasonable  or 
contrary  'to  any  of  (the  provisions  of  this  Act,  and  may 
require  the  Company,  within  a  prescribed  time,  to  substi- 
tute a  tariff  satisfactory  to  the  Board  in  lieu  thereof,  or 
may  prescribe  other  tolls  in  lieu  of  the  tolls  so  disallowed." 


EXAMINATION    QUESTIONS 
ECONOMICS. 

LESSON  XVI. 

1.  Prove  that  transportation  usually  involves  an  in- 
crease in  the  value  of  a  commodity. 

2.  If  transportation  suddenly  ceased,  and  the  charges  for 
transportation  with  it,  would  the  cost  of  living  be 
increased  or  diminished?   Discuss. 

3.  Is  there  a  movement  for  the  improvement  of  trans- 
portation facilities  in  your  locality?  If  so,  what 
arguments  are  used  by  its  advocates? 

4.  What  classes  of  expenditure  are  necessary  in  all 
transportation?    Discuss  them. 

5.  Compare  the  toll-road  systeim  with  the  present-day 
system  of  road  maintenance. 

6.  Discuss  the  ladvisability  of  levying  tolls  on  traffic 
using  the  canals. 

7.  Oo-mpare  the  capital  and  "turn-over"  of  railways 
with  those  of  manufacturing  industries. 
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8.  Imagine  yourself  in  the  position  of  a  railway  traffic 
manager  and  discuss  the  problems  which  he  has  to 
face. 

9.  Why  do  manufacturers  usually  prefer  to  locate  their 
plants  in  towns  having  water  transporta'tion  as  well 
as  a  railway,  or  else  havin  g  more  railways  than  one  ? 
Discuss  fully. 

10.  What  fundamental  differences  between  the  railway 
business  and  the  manufacturer's  business  make  state 
control  more  justifiable  in  the  first  case  than  in  the 
second  ? 

11.  What  principles  h-ave  been  suggested  as  furnishing 
a  basis  for  the  fixation  of  railway  rates?  Discuss 
them. 

12.  Give  a  short  account  of  the  powers  of  the  Board  of 
Railway  Commissioners  for  Canada.  Find  out  from 
railway  men,  merchants,  etc.,  just  what  it  has  done 
for  your  locality. 
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ECONOMICS 

LESSON  XVII. 

Trust  and  Monopoly  Problems. 
N.B. — The  student  should,  before  beginning  work  on 
this  lesson,  read  over  Lesson  VII,  especially  the  part  treat- 
ing of  the  fixation  of  monopoly  and  competitive  prices. 

Monopoly  Profits. 

N  Lesson  VII  it  has  been  already  pointed  out  that 
monopoly  prices  may  quite  conceivably  be  less 
than  competitive  prices,  though  this  probably 
rarely  occurs  in  actual  business.  Monopoly 
profits,  however,  will  never  be  less  than  com- 
petitive profits,  since  the  only  object  of 
monopolizing  the  sale  of  a  commodity  is  to 
secure  the  greatest  total  net  profit  from  it.  Monopoly 
profits  on  a  given  product  in  a  given  market,  will  be 
greater  than  competitive  profits  on  that  article  in  that 
market,  and  where  the  monopoly  is  in  control  of  an  enor- 
mous market,  such  as  that  of  the  United  States,  the  profits 
which  it  can  make  are  stupendous.  There  is,  therefore, 
every  reason  why  producers  who  are  desirous  of  making 
money  and  who  already  possess  or  can  secure  the  capital 
necessary  to  establish  a  monopoly,  should  do  so.  If  they 
themselves  have  not  sufficient  capital  to  control  the  situa- 
tion, their  best  scheme  is  to  enter  into  a  combination  with 
other  producers  for  the  purpose,  arranging  perhaps  the 
terms  on  which  the  product  shall  be  disposed  of,  or  the 
territory  in  which  each  of  the  producers  joining  the  com- 
bination shall,  so  far  as  the  combination  is  concerned,  be 
left  in  exclusive  and  monopolistic  possession  of  the  mar- 
ket. 

Combinations  Are  Formed  in  Hard  Times. 
Producers  are  all  the  more  apt  to  enter  into  such  agree- 
ments and  combinations  if  they  have  found  themselves 
being  driven  into  bankruptcy  by  hard  times  and  ''cut- 
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throat"  competition.  When  men  find  themselves  being 
driven  to  the  wall,  they  play  for  safety  and  an  exclusive 
market,  rather  than  attempt  the  almost  hopeless  task  of 
securing  a  larger  and  more  profitable  trade  by  still  keener 
competition.  Under  such  circumstances,  the  first  man 
who  is  keen  enough  to  see  the  advantages  of  substituting 
combination  for  competition  as  the  rule  of  trade,  will  find 
the  people  whom  he  approaches  disposed  to  listen  to  him. 

An  Early  Pool. 

Competition  was  keen  and  profits  were  small  in  the 
United  States  in  the  period  following  the  Civil  War.  Con- 
sequently we  find  here  the  loosest  kind  of  combination 
(the  pool)  coming  into  prominence  in  American  manufac- 
turing industry.  An  instance  given  by  Ripley  is  the  case 
of  the  Michigan  Salt  Association.  Competition  in  the  salt 
trade  had  proved  very  destructive  of  the  capital  engaged 
in  it,  and  finally  about  1866  we  find  the  salt  manufacturers 
in  Michigan  agreeing  to  sell  their  product  to  an  Associa- 
tion which  was  to  dispose  of  it  for  them.  Thus  they 
would  cease  to  compete  against  each  other  in  the  market 
and  would  be  enabled  to  secure  enhanced  profits. 

Other  Varieties  of  Pools. 

This  selling  Association  is  perhaps  the  most  common, 
but  not  the  only  type  of  pool.  Palgrave's  Dictionary  of 
Political  Economy  mentions  four  other  classes  with  the 
principles  on  which  they  operate :  first,  division  of  the 
field,  where  each  competitor  agrees  to  take  the  traffic  of  a 
certain  district  and  withdraws  from  competition  else- 
where; second,  division  of  traffic,  where  the  competitors 
agree  upon  the  percentage  of  the  business  to  be  handled 
by  each  concern;  third,  gross  money  pools,  where  they 
agree  upon  a  percentage  of  gross  receipts;  fourth,  net 
money  pools,  where  they  agree  upon  a  percentage  of  the 
profits.  These  latter  are  the  closest  and  require  a  system 
of  joint  book-keeping. 
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Pools  Illegal  Under  Common  Law. 

These  arrangements  are,  however,  regarded  by  the  Eng- 
lish common  law  as  illegal  combinations — conspiracies  in 
restraint  of  trade.  That  law  holds  good  in  England,  in 
Canada  and  in  the  United  States,  except  in  so  far  as  it 
may  have  been  modified  by  Statute  law — law  made  by 
regular ,  Parliamentary  or  Congressional  methods.  Eng- 
lish common  law  forms  the  groundwork  of  the  English 
and  American  legal  systems,  and  the  position  which  the 
English-speaking  peoples  take  towards  industrial  com- 
binations has  been  profoundly  modified  by  the  fact  that 
such  organizations  are  conspiracies  in  restraint  of  trade 
and  have  no  legal  right  to  exist. 

The  Pool  An  Unsatisfactory  Organization. 

What  is  the  consequence  ?  It  is  this :  a  manufacturer 
who  has  entered  into  one  of  these  pools  and  has  thus  in- 
curred certain  obligations  to  the  other  members  of  the 
pool,  may  break  his  contract  at  any  moment  when  he  finds 
it  advantageous  to  do  so,  and  he  cannot  be  held  legally 
accountable  for  so  doing,  since  the  law  will  not  enforce  an 
illegal  contract.  The  other  members  of  the  pool  are  in  the 
position  of  gamblers  who  cannot  collect  debts  due  them. 
They  can  receive  no  legal  redress  because  the  courts  will 
not  enforce  contracts  which  are  in  themselves  violations 
of  the  law. 

The  pool  agreement  had,  therefore,  its  disadvantages. 
It  was  formed  primarily  in  order  to  extract  unusually  high 
rates  of  profit  from  the  public,  and  its  members  who  were 
so  willing  to  extort  money  from  the  people,  were,  many 
of  them,  not  averse  from  violating  their  agreement  with 
each  Qther  when  they  found  this  to  be  to  their  immediate 
interest.  As  the  law  would  not  punish  the  offending 
party,  the  others  in  the  agreement  were  powerless.  Thus 
they  found  it  necessary,  in  many  cases,  to  substitute  some 
closer  arrangement  for  the  existing  one.  If  we  may  judge 
by  German  experience,  it  is  unlikely  that  had  the  agree- 
ments of  the  pool  been  enforcible  by  law,  it  would  ever 
have  developed  into  the  trust. 


6  THE      SHAW      CORRESPONDENCE      SCHOOL 

The  Kartel. 

In  Germany  industrial  combinations  have  arisen  as  in 
America,  and  have  taken  the  form  of  pools — or  Kartels  as 
they  are  called  in  that  country.  Their  agreements  have 
been  recognized  as  enforcible  by  the  German  law,  though 
the  G'Overnment  keeps  a  strong  hand  over  them  and  sees 
that  they  do  not  unduly  overcharge  the  public.  Thus  they 
secure  all  the  natural  profits  resulting  from  the  very  large 
scale  on  which  their  enterprises  are  operated,  and  from 
the  division  of  labour  between  them,  without  being  able 
to  evade  the  supervision  of  the  Government  or  their  obli- 
gations to  each  other.  The  result  of  this  is  that  in  Ger- 
many industrial  combinations  have  remained  for  the  most 
part  in  the  pool  or  Kartel  stage.  An  important  German 
legal  decision  quoted  in  the  report  of  the  American  Indus- 
trial Commission  runs  as  follows  : 

''When  in  a  branch  of  industry  the  prices  of  the  pro- 
duct fall  too  low  and  the  successful  conduct  of  the  indus- 
try is  endangered  or  made  impossible,  the  crisis  setting  in 
as  the  result  of  such  a  state  of  affairs  is  detrimental,  not 
only  to  individuals,  but  also  to  society  as  a  whole :  and  it 
is  therefore  in  the  interests  of  the  communitj^  that  impro- 
perly low  prices  should  not  exist  in  a  certain  branch  of  in- 
dustry for  a  long  time.  On  the  contrary,  when  prices  are 
for  a  long  time  actually  so  low  that  financial  ruin  threat- 
ens ths  entrepreneurs,  their  combination  appears  to  be 
not  merely  a  legitimate  means  of  self-preservation,  but 
also  a  measure  serving  the  interests  of  the  community. 
The  formation  of  syndicates  and  kartels  of  the  kind  here 
discussed  is,  on  many  sides,  thought  to  be  a  means  par- 
ticularly suited  to  render  great  service  for  the  adequate 
progress  of  the  whole  economic  life  of  society,  in  so  far 
as  it  prevents  uneconomical  working  at  a  loss,  overpro- 
duction and  the  catastrophes  connected  with  it. ' ' 

A  Closer  Combination — The  Trust. 

It  is  a  debateable  question  whether  the  German  method 
of  dealing  with  industrial  combinations  has  not  proved 
more  successful  than  the  English  and  American  system. 
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In  the  United  States  especially,  the  result  of  the  non- 
enforcibility  of  pooling  agreements  has  been  that  closer 
organizations  have  arisen,  in  which  the  manufacturer  who 
enters  the  organization  makes  over  his  entire  plant  to  a 
group  of  trustees  in  return  for  certain  stock  or  bonds  in 
the  new  company,  or  perhaps  for  a  cash  payment.  Since 
these  various  manufacturing  plants  are  placed  in  the 
hands  of  trustees,  the  whole  concern  is  known  as  a 
''trust."* 

Under  the  trust  agreement  it  was  arranged  that  those 
who  held  stock  in  the  constituent  companies  should  all 
transfer  their  shares  to  a  few  persons  selected  as  trus- 
tees, that  these  trustees  should  hold  the  shares  and  pos- 
sess the  voting  rights  thereof,  while  remaining  under  obli- 
gation to  use  their  powers  for  the  benefit  of  those  who  had 
entrusted  them  with  their  property  and  to  whom  they 
must  turn  over  all  dividends  and  profits.  Thus  all  the 
enterprises  composing  the  trust  would  be  irrevocablj' 
bound  to  it.  At  the  same  time  the  trustees  would  be  bound 
to  administer  these  companies  for  the  benefit  of  the  real 
owners.  In  the  case  of  the  Sugar  Refiners,  however,  the 
courts  refused  to  enforce  this  agreement  on  the  ground 
that  it  was  monopolistic  and  in  restraint  of  trade,  so  that 
some  new  device  had  to  be  invented.  The  first  of  these 
Trust  Agreements  was  that  of  the  Standard  Oil  Company 
made  in  1879. 

The  Sherman  Act. 

The  famous  Sherman  Anti-Trust  Law  was  passed  in 
1890.  This  act  begins:  "Every  contract,  combination  in 
the  form  of  trust  or  otherwise,  or  conspiracy  in  restraint 
of  trade  or  commerce  among  the  several  States  or  with 
foreign  nations,  is  hereby  declared  to  be  illegal." 

*A  "trust"  should  be  distinguished  from  a  trust  company 
whose  chief  business  is  the  administration  of  estates  of  deceased 
persons  in  the  interest  of  beneficiaries — widows,  children,  etc. — 
who  are  often  incompetent  to  invest  the  money  for  themselves. 
Though  their  present  functions  are  more  varied,  this  is  the  original 
object  of  the  trust  company,  and  out  of  this  its  other  functions 
have  arisen. 
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New  Jersey  the  Refuge  of  the  Trust. 

This  attack  on  the  trusts  led  several  of  them,  whose 
great  resources  enabled  them  to  secure  the  skill  of  the 
best  lawyers,  to  change  their  form.  This  was  rendered 
easier  by  an  Act  of  the  State  of  New  Jersey  passed  in  1889. 

^'Be  it  enacted  that  the  directors  of  any  company  incor- 
porated under  this  Act,  may  purchase  mines,  manufac- 
tories or  other  property  necessary  for  their  business,  or 
the  stock  of  any  company  or  companies  owning  mining, 
manufacturing,  or  producing  materials,  or  other  property 
necessary  for  their  business,  and  issue  stock  to  the  amount 
of  the  value  thereof  in  payment  therefor,  and  the  stock  so 
issued  shall  be  declared  and  taken  to  be  fully  paid  stock 
and  not  liable  to  any  further  call. ' ' 

This  New  Jersey  Act,  then,  enabled,  for  instance,  the 
Standard  Oil  Company  of  New  Jersey  to  purchase  with 
its  own  stock  and  hold  the  stock  of  all  the  other  companies 
controlled  by  the  Rockefeller  and  allied  interests  and 
made  possible  a  unity  of  administration  which  would 
otherwise  have  been  impossible.  This  stage  is  called  that 
of  the  holding  company.  A  corporation  is  formed  which 
acquires  the  stocks  of  the  several  combining  concerns — 
either  all  or  a  majority — and  gives  its  own  stock  therefor. 
Its  directors  become  the  real  managers  of  all  the  con- 
stituent companies,  and  though  the  original  corporations 
nominally  retain  their  existence,  the  whole  control  is 
centred  in  one  board  of  directors.* 

The  Holding  Company  Declared  Illegal. 

Recent  decisions  of  the  United  States  Supreme  Court 
(notably  those  against  the  Standard  Oil  Co.  and  the 
American  Tobacco  Co.)  have,  however,  been  to  the  effect 
that  the  holding  company  scheme  is  a  violation  of  the 

*''The  power  of  holding  the  stock  of  another  corporation," 
says  Taussig,  ' '  never  belongs  to  a  corporation  under  English  and 
American  law  unless  given  in  express  terms  by  the  grant  of  its 
charter  from  the  sovereign  power.  In  the  absence  of  express  grant, 
such  holding  is  ultra  vires ' ' — outside  of  its  legal  powers. 
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Sherman  Anti-Trust  Law  and  have  led  to  the  dissolution 
of  these  combinations  into  their  component  parts.  This 
dissolution,  however,  while  legally  carried  out,  appears  to 
have  had  little  practical  effect,  as  stock  in  the  companies 
formerly  composing  the  trust  is  worth  more  than  ever.  It 
is  almost  if  not  quite  impossible  to  prevent  men  who  hold 
a  preponderating  interest  in  a  number  of  corporations,  and 
thus  possess  a  voting  power  proportionate  to  the  size  of 
their  holding,  from  regulating  the  policy  of  the  various 
companies  which  they  control,  so  as  to  make  these  com- 
panies work  into  each  other's  hands  and  refrain  from  com- 
petition. In  such  a  case,  the  companies  guided  by  one 
man  or  by  a  group  of  associates,  will,  whatever  may  be  the 
strict  law  of  the  case,  be  operated  as  one. 

The  Measures  Proposed  to  Defeat  the  Trusts. 

A  bill  recently  brought  forward  by  the  President  of  the 
United  States,  proposes,  while  allowing  trusts  to  continue, 
to  control  all  interstate  trade  by  a  commission  to  be  known 
as  the  Interstate  Trade  Commission.  This  Commission 
or  its  authorized  agents,  is  to  have  complete  access 
to  all  records,  accounts,  minutes,  books  and  papers  of 
corporations,  and  will  thus  be  able  to  ascertain  if  such 
corporations  are  violating  the  famous  Sherman  Act  or  a 
new  measure  to  be  known  as  the  Trade  Relations  Bill, 
which  provides  that  it  shall  be  deemed  an  attempt  to 
monopolize  trade  or  commerce  for  any  person  to  discrim- 
inate between  different  purchasers  of  commodities  in  the 
same  or  different  sections  or  communities,  or  to  make  re- 
.  bates  from  list  prices  on  condition  that  the  purchasers  of 
their  goods  shall  not  handle  the  products  of  their  compe- 
titors. 

Why  Are  Monopolies  Detested? 

What  are  the  abuses  of  monopoly  against  which  these 
measures  are  directed?  And  why  are  the  people  thus  dis- 
posed to  crush  monopolies,  though  such  monopolies  may 
be  the  most  efficient  of  producers? 

In  the  first  place,  monopolies  are  detested  because  of 
their  very  name — because  monopoly  implies  special  privi- 
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leges — the  exclusive  right  of  selling  something — and 
special  privileges  are  obnoxious  to  a  democratic  society. 
Such  a  community  does  not  like  to  feel  that  John  D. 
Rockefeller,  for  instance,  is  in  control  of  the  United  States' 
supply  of  oil,  can  at  any  time  crush  out  the  small  com- 
petitor whom  he  encounters  and  hold  up  the  people  of 
the  United  States  for  the  oil.  He  is  an  "oil  king,"  abso- 
lute and  despotic,  and  the  people  of  the  United  States  do 
not  like  even  constitutional  monarchs.  To  Canadians  too 
the  despotism  of  such  a  corporation  as  the  Standard  Oil 
Company  is  very  obnoxious. 

The  abuses  of  monopolies  are,  however,  not  only  senti- 
mental ;  they  are  exceedingly  practical ;  otherwise  so  prac- 
tical a  people  as  those  who  reside  on  this  North  American 
continent  would  hardly  have  acted  so  vigorously  against 
them.    These  practical  abuses  may  now  be  considered. 

The  Trust  is  the  Enemy  of  the  Competing  Producer. 

The  trust  is  able  to  crush  competitors  by  three  kinds  of 
alleged  unfair  dealing.  The  first  of  these  is  local  dis- 
crimination in  prices.  The  trust,  being  the  largest  pro- 
ducer in  its  field,  may  sell  goods  for  less  than  cost  in  some 
parts  of  its  territory,  provided  that  it  makes  enough  in 
other  parts  to  continue  operating  at  a  profit.  The  smaller 
producer  is  thus  driven  out. 

''Do  you  not  see,"  said  an  independent  producer  once, 
''that  in  my  territory  I  can  produce  more  cheaply  than 
you  can?" 

"Do  you  not  see,"  replied  the  manager  of  the  trust, 
"that  if  we  lose  money  in  the  twenty  cities  where  you  are 
operating,  and  make  money  in  the  two  hundred  other  cities 
where  we  are  operating,  we  come  out  ahead  ? ' '  This  policy 
is  effective  in  keeping  down  small  but  rising  competitors. 

A  second  means  used  by  the  trust  is,  in  cases  where  it 
produces  many  lines  of  goods,  and  its  competitor  only 
one,  to  cut  its  prices  on  such  part  of  its  product  as  com- 
petes with  his,  while  maintaining  or  even  increasing  its 
prices  on  other  products.  This  will  be  just  as  effective  in 
putting  him  out  of  business  as  the  first  method. 
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A  third  scheme  adopted  by  the  trust  is  that  of  refusing 
to  sell  goods  at  all  except  under  certain  conditions.  It 
may  and  often  does  boycott  merchants  who  will  not  pro- 
mise to  deal  exclusively  in  its  goods  and  refuse  to  handle 
those  of  its  competitors.  Under  these  so-called  ' 'factors' 
agreements, ' '  a  trust  that  has  a  number  of  products  essen- 
tial to  a  merchant's  business,  may  refuse  to  sell  him  any- 
thing, unless  he  agrees  to  cease  handling  the  goods  pro- 
duced by  the  trust's  competitors. 

In  these  and  in  many  other  ways  the  trust,  with  its 
great  capital  and  enormous  power  is  able  to  crush  its 
small  competitors  and  reign  supreme  over  a  field  of  ruins. 
However,  for  one  reason  or  another,  perhaps  as  a  conces- 
sion to  public  opinion,  perhaps  because  the  game  is  not 
worth  the  candle,  most  trusts  do  not  pursue  the  warfare 
against  their  competitors  to  tne  bitter  end,  as  long  as 
these  refrain  from  cutting  prices  and  are  content  with 
only  a  small  share  of  the  trade  while  the  bulk  goes  to  the 
trust.  Such  competitors,  however,  exist  only  on  suffer- 
ance, and  generally  adopt  the  same  or  practically  the  same 
scale  of  prices  as  the  trust  itself.  Their  continued  exist- 
ence, therefore,  while  no  doubt  very  satisfactory  to  them- 
selves, constitutes  no  protection  to  the  public  against  the 
monopoly  prices  charged  by  the  trust. 

The  legislation  proposed  by  President  Wilson  seems  to 
be  carrying  out  the  ideas  of  Prof.  Clark  of  Columbia  Uni- 
versity. Laws  which  would  give  to  every  customer  of  a 
trust  the  right  to  buy  from  the  trust  at  the  same  rate, 
would  prevent  the  operation  of  the  first  and  third  schemes 
for  driving  out  competitors — that  of  local  discrimination 
in  prices  and  that  of  refusing  to  sell  to  retailers  who 
handle  competitors'  goods. 

Difficulty  of  Preventing  Trust  From  Underselling  or  Re- 
fusing to  Sell. 
But  however  desirable  such  laws  may  be,  the  legislator 
must  also  consider  how  far  their  enforcement  is  practic- 
able, and  whether  it  is  really  possible  to  prevent  a  trust 
from  selling  its  products  cheaper  (transportation  costs  of 
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course  eliminated)  in  one  place  than  in  another,  or  to 
prevent  them  selling  more  cheaply  to  one  person  than  to 
another.  To  bring  this  to  pass  would  require  a  much 
greater  efficiency  of  administrative  supervision  than  has 
existed  up  to  the  present  in  the  United  States  or  Canada. 

The  Trust  and  the  Investor. 

We  have  now  shown  how  the  competitor  and  how  the 
consumer  of  the  trust's  products  suffer  from  the  methods 
used  by  the  trusts  and  how  it  is  proposed  to  deal  with 
their  case.  The  competitor  and  the  consumer,  however, 
have  not  been  the  only  sufferers. 

The  Small  Investor  Has  Also  Lost  by  Investing  in  the 
Common  Stock  of  the  Trust. 

When  a  trust  is  being  formed,  financiers  usually  called 
promoters  go  from  one  producer  of  a  commodity  to  an- 
other, making  arrangements  for  the  purchase  of  their 
plants  in  case  the  venture  is  a  success.  They  usually  pro- 
pose to  pay  the  vendors  of  these  plants  in  preferred  stock 
or  in  bonds  of  the  trust  (thus  Mr.  Carnegie  sold  his  steel 
plants  to  the  United  States  Steel  Corporation  for  $320,- 
000,000  of  5%  bonds  of  the  United  States  Steel  Corpora- 
tion), and  usually  they  pay  more  than  the  plants  are 
really  worth.  Then  they  issue  other  stock,  preferred  or 
common,  retain  the  better  class  of  this  for  themselves,  and 
get  rid  of  the  common  stock  to  the  credulous  public,  which 
is  fascinated  by  the  prophecies  of  high  dividends  on  the 
trust's  comm'on  stock  and  consequent  increase  in  the  price 
of  that  stock — prophecies  which  do  not  usually  "pan 
out. ' '  The  promoters  make  money  out  of  the  big  block  of 
stock  which  they  have  retained  for  themselves  and  which 
they  keep  if  they  think  that  it  will  pay  them  to  do  so,  or 
sell  to  the  public  if  it  will  not.  Hence,  besides  all  the 
bonds  and  preferred  stock  which  together  usually  amount 
to  the  full  value  of  the  plants  which  constitute  the  trust, 
there  is  generally  issued  and  sold  to  the  investing  public 
a  vast  quantity  of  common  stock  in  the  new  trust. 
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Watered  Stock. 

In  almost  every  case  where  a  trust  has  been  formed  (the 
Standard  Oil  Company  is  the  notable  exception),  the  capi- 
talization of  the  trust  has  been  vastly  in  excess  of  the 
capitalization  of  the  corporations  which  entered  into  it. 
These  corporations  have  received  stock  amounting  to  at 
least  as  much  as  their  own  previous  capitalization  in  re- 
turn for  their  investment  in  the  new  concern.  What  does 
the  excess  capital  mean?  The  man  in  the  street  calls  it 
''water,"  and  to  issue  it  is  commonly  regarded  as  illegiti- 
mate. But  ''watered"  stock  is  not  usually  issued  in  the 
belief  that  it  will  never  be  worth  anything.  It  is  issued 
as  a  capitalization  of  the  prospective  earnings  of  the 
trust.  Why  should  the  trust  earn  more  than  its  con- 
stituent companies  taken  together  ?  Because  it  has  a  more 
or  less  complete  monopoly  of  the  market.  The  excess  in 
capitalization,  therefore,  represents  somebody's  estimate 
of  the  capitalized  value  of  the  prospective  monopoly  pro- 
fits. 

Profits  of  Trusts  Smaller  than  Anticipated. 

Now  the  persons  who  organized  the  various  trusts  during 
the  past  generation  have  usually,  to  put  it  mildly,  been  ex- 
cessively optimistic  as  to  the  prospective  monopoly  profits 
which  their  trusts  would  earn.  Possibly  some  of  them,  even 
deliberately  overcapitalized  their  trusts  in  order  to  make 
more  money  out  of  them.  When  the  stocks  of  these  trusts 
were  placed  upon  the  market,  they  were  sold  to  the  public* 
at  a  fairly  hig'h  price.  Then  the  trusts  and  monopolies  find- 
ing that  they  could  not  in  practice  secure  the  monopoly 
profits  which  had  been  estimated  (see  remarks  on  the  limita- 
tions of  monopoly.  Lesson  7,  page  10),  were  unable  to  pay 
dividends  on  their  common  stock,  which  was. largely  held 
by  the  public.  The  result  was  that  the  price  of  such  stock 
very  rapidly  declined.  Thousands  of  investors  were  thereby 
ruined  and  millions  of  capital  which  had  been  invested  in 
these  concerns  were  lost — or  perhaps  it  would  be  more  cor- 
rect to  say  transferred  to  the  pockets  of  the  promoters  of 
the  trust. 
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The  process  is  well  described  in  the  Report  of  the  Ameri- 
can Industrial  Commission: 

'''The  profit  of  the  promoter  is  generally  that  portion  of 
the  stock  issued,  that  is  left  after  paying  for  the  plants 
entering  into  the  combination  and  the  expenses  of  the  or- 
ganization. Usually,  therefore,  the  amount  paid  for  the 
plants  is  not  known  to  the  investing  public;  the  amount 
received  by  the  promoter  is  not  known  to  the  vendors  them- 
selves ;  at  times  no  careful  estimate  is  published  of  the  value 
of  the  tangible  assets ;  even  the  earning  capacity  of  the  dif- 
ferent plants  is  not  always  made  public.  In  consequence, 
the  speculative  element  in  the  value  of  the  shares  for  the 
first  few  months  after  the  organization,  is  possibly  the  most 
important  feature  in  connection  with  them. 

"The  larger  combinations  usually  issue  to  their  stock- 
holders once  a  year  an  annual  report  regarding  the  business. 
This  report,  however,  is  frequently  in  terms  so  general  that 
it  is  difficult  to  learn  much  -regarding  actual  conditions,  and 
this  speculative  element  still  remains. 

Directors  Take  Advantage  of  Shareholders. 

' '  This  secrecy  in  promotion,  combined  with  very  large 
capitalization,  gives  a  great  advantage  to  directors  and 
officers  of  the  combination  and  others  associated  with  them 
in  knowing  the  value  of  the  shares.  There  seems  to  be  no 
doubt  that  in  many  instances  the  promoters  of  combina- 
tions have  been  able  to  unload  large  blocks  of  stock  at 
prices  far  above  their  values,  as  shown  by  later  experi- 
'ence.  Parties  interested  in  the  International  Silver  Com- 
pany attempted  by  a  pool  to  unload  stock  at  30,  Avhich 
soon  afterwards  fell  to  12.  At  other  times  insiders  might 
be  able  to  take  advantage  of  the  public  in  the  stock  mar- 
ket, as  was  charged  against  an  officer  of  the  American 
Steel  and  Wire  Company,  and  there  is  no  question  that 
some  of  them  do  take  such  advantage  of  stockholders  for 
whom  they  are  acting  substantially  as  trustees. ' ' 

Small  Investors  Suffer  From  Trusts. 

The  small  private  investors,  then,  have  suffered  from 
the  trusts  only  less  than  the  consumers,  though  we  do  not 
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hear  nearly  so  much  about  them,  probably  because  they 
are  fewer  in  number.  In  Germany  such  a  position  as  theirs 
would  have  been  impossible.  The  law  there  (and  German 
laws  are  fairly  well  enforced)  provides  that  the  capitaliza- 
tion of  a  company  must  not  exceed  the  actual  investment, 
in  stock  or  cash,  in  that  company.  Of  course  in  Germany, 
as  in  any  other  country,  some  corporations  fail  in  business, 
but  at  least  the  dice  are  not  loaded  against  the  small  in- 
vestor. When  such  an  investor  buys  a  $100  share,  or  what 
corresponds  to  it,  in  a  German  stock  exchange,  he  knows 
that  in  the  beginning  at  least,  it  represented  an  actual  in- 
vestment of  that  amount.  This  is  far — very  far  indeed — 
from  being  the  case  in  the  United  States,  England,  or  Can- 
ada. 

Canadian  Combinations. 

In  the  past  few  years,  combinations  of  various  kinds 
have  been  formed  in  Canada  on  the  model  of  the  American 
trusts.  The  year  books  published  by  the  Monetary  Times 
in  1913  and  1914  give  lists  of  such  combinations  extending 
over  several  pages.  The  capital  of  these  combinations  and 
the  capital  of  their  constituent  units  are  given,  and  it  is 
only  in  rare  cases  that  -the  bonds  and  preferred  stock  alone 
of  the  combination  are  not  equal  to  the  bonds,  preferred 
and  common  stock  of  its  constituent  bodies.  If,  then,  the 
amount  of  stock  in  the  constituent  bodies  actually  repre- 
sented the  value  of  the  property  turned  over  by  them  to 
the  combination,  the  common  stock  of  the  combination 
represents  no  actual  investment  and  may  be  said  to  be 
only  the  capitalized  value  of  prospective  monopoly  profits 
yet  to  be  earned  by  the  combination.  Most  of  these  com- 
binations— for  instance  the  Canada  Cement  Company 
— have  '^ot  yet  paid  any  dividends  upon  their  common 
stock,  which  apparently  does  not  represent  any  actual 
investment,  but  is  merely  the  capitalized  value  of  pros- 
pective earning  power.  This  is,  indeed,  the  case  with  a 
great  many  of  our  industrial  combinations,  as  any  one  can 
see  for  himself  by  consulting  the  Monetary  Times  Year 
Book. 
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Canadian  Legislation  on  Combines. 

What  has  been  done  in  Canada  to  limit  the  powers  of 
monopolies?  So  far  not  a  great  deal.  The  general  dis- 
position has  been  to  rely  upon  the  common  law.  In  1888 
a  committee  was  appointed  by  the  Dominion  Parliament  to 
investigate  and  report  upon  alleged  combinations  in  manu- 
factures, trade,  and  insurance  in  Canada,  and  the  anti- 
combines  legislation  of  1889  which  resulted  from  their 
report  was  merely  declaratory  of  the  common  law  on  this 
subject. 

Another  way  in  which  combines  were  attacked  was  by 
removing  the  duty  on  the  monopolized  article.  Thus,  as  a 
result  of  a  combine  which  unduly  enhanced  the  price  of 
paper,  the  duty  on  paper  entering  the  country  was  in  1900 
reduced  from  twenty-six  per  cent,  to  ten  per  cent. 

The  Combines  Investigation  Act. 

These  earlier  measures  proved  inadequate  and  unsatis- 
factory, and  in  1910  a  Combines  Investigation  Act  was 
passed,  which  is,  in  many  respects,  modelled  on  the  Indusi- 
trial  Disputes  Investigations  Act  of  1907.  Under  this  Act, 
any  six  consumers  in  Canada  who  have  reason  to  believe 
that  a  combination  which  has  unduly  enhanced  prices 
exists  in  any  department  of  industry,  may  apply  before 
any  High  Court  for  the  appointment  of  a  Board  of  Inves- 
tigation to  report  upon  the  alleged  combine.  If  they  can 
produce  reasonable  evidence  in  support  of  their  conten- 
tion, a  Board  of  Investigation  is  appointed,  consisting  of 
three  persons,  one  appointed  by  the  complainants,  a  second 
by  those  accused  of  being  in  the  combine,  while  the  third 
who  acts  as  chairman,  must  be  a  judge  chosen  by  the  other 
two  or  by  the  Minister  of  Labour.  Where  it  is  shown  that 
a  combine  exists  and  is  favored  by  the  customs  tariff,  the 
Governor-General-in-Council  is  given  authoritj^  to  reduce 
or  abolish  the  duties  on  the  monopolized  articles.  Further, 
if  the  combine  is  found  to  have  unduly  enhanced  prices  or 
restricted  competition  to  the  detriment  of  consumers,  a 
penalty  of  $1,000  a  day  is  provided,  unless  the  offending 
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parties  desist  from  the  combine  within  ten  days  of  the 
publication  of  the  Board's  report. 

It  is  as  yet  too  soon  to  speak  with  confidence  of  the  re- 
sults of  the  legislation  of  1910.*  Two  things  are  evident — 
the  chief  weapons  of  the  Government  are  public  opinion 
and  the  customs  tariff.  These  in  the  hands  of  an  adminis- 
tration resolute  to  enforce  the  law,  should  be  effective, 
especially  since  very  few  of  the  Canadian  combinations 
are  strong  enough  to  survive  against  American  competi- 
tors if  the  tariff  barrier  were  once  removed.  Would-be 
monopolists  in  this  country  must,  therefore,  account  dis- 
cretion the  better  part  of  valour  and  cannot  openly  defy 
public  opinion  as  do  the  enormous  aggregations  of  the 
United  States. 

*No  case  under  the  Combines  Ivestigation    Act,    has,  I  under- 
stand, as  yet  been  tried. 
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EXAMINATION  QUESTIONS 

ECONOMICS. 

LESSON  XVII. 

1.  Show  that  the  monopoly  profits  on  a  commodity  will, 
under  like  circumstances,  never  be  less  than  competitive 
profits  on  the  same  commodity.  (Refer  also  to  Les- 
son VIL) 

2.  What  is  a  pool?  Enumerate  and  describe  the  differ- 
ent kinds  of  pools. 

3.  Why  has  the  American  pool  proved  to  be  an  unwork- 
able form  of  organization?  Compare  the  American 
and  the  German  methods  of  dealing  with  the  pool  or 
kartel. 

4.  Explain  the  process  of  forming  a  trust. 

5.  Under  what  circumstances  was  the  trust  replaced  by 
the  holding  company?  Give  an  example  of  a  holding 
company. 

6  State  the  substance  of  the  proposed  anti-monopolistic 
measures  of  the  American  Government. 

7.  Against  what  abuses  are  the  measures  referred  to  in 
the  previous  question  directed  ?    Explain  fully. 

8.  In  what  ways  have  small  investors  suffered  from  the 
existence  of  the  trust?  How  are  they  protected  in 
Germany  ? 

9.  What  are  the  causes  which  lead  to  the  issue  of  water- 
ed stock  ?    Explain  the  promoter 's  point  of  view. 

10.  Discuss  the  rise  of  combinations  in  Canada  and  give 
the  substance  of  the  legislation  enacted  against  them. 
Why  are  Canadian  combinations  less  formidable  than 
those  of  the  United  States? 
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ECONOMICS 

LESSON  XVIII. 

Socialism. 

HE  problems  of  modern  business — of  labour,  of 
transportation  and  of  monopolies — have  been 
discussed  in  lessons  XV.,  XVI.  and  XVII.  Inci- 
dentally, we  have  learned  (if  we  did  not  know 
it  before)  that  the  world  of  to-day  is  by  no 
means  a  place  where  ideal  justice  prevails  and 
where  every  man  obtains  that  which  he  merits,  and  every 
man  merits  that  which  he  obtains — where  industry  and 
ability  are  always  suitably  rewarded,  and  the  faithful 
and  energetic  worker  will  always  surely  rise  to  the  top. 
We  have  seen  that  a  man  may  make  a  fortune  by  hum- 
bugging as  well  as  by  serving  the  public ;  that  the  wealthy 
monopolist  can  ruin  a  struggling  rival  who  may  have 
greater  business  ability  but  less  capital;  that  promoters 
may  make  great  fortunes  out  of  the  investing  public, 
without  performing  any  adequate  service  in  return;  and 
that  real  estate  speculators  may  make  great  fortunes  out 
of  the  unusual  appreciation  of  land  values  which  they 
have  done  nothing  to  create. 

Socialists  and  Communists. 

It  is  not  at  all  wonderful,  therefore,  that  moralists  and 
reformers  of  all  the  civilized  or  semi-civilized  ages,  from 
the  time  of  Job  and  that  of  Horace  to  the  present  day, 
have  lamented  that  the  rewards  of  men  are  not  in  pro- 
portion to  their  merits,  nor  that,  from  the  time  of  Plato, 
idealistic  philosophers  have  attempted  to  construct  ideal 
societies  in  which  a  juster  distribution  of  Avealth  should 
obtain.  Some  of  the  writers  have  held  that  every  man 
should  be  rewarded  according  to  his  deeds,  which  would 
apparently  imply  that  a  competent  carpenter  would 
receive  more  than  an  incompetent;  others,  again,  have 
claimed  that  every  man  should  be  rewarded  according  to 
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his  needs,  which  are  usually  presumed  in  such  works  to 
be  equal.  The  first  of  these  groups  of  men  are  the  Social- 
ists proper ;  the  second  may  be  classed  as  Communists. 
These  two  groups  cannot,  however,  be  clearly  distin- 
guished from  each  other  in  practice,  and  since  Socialism 
is  the  more  common  of  the  two  ideas,  we  often  find  people 
described  as  Socialists  who  are  really  Communists. 

Now  we  do  not  hold  a  brief  either  for  the  present  order 
of  things  nor  yet  for  the  ideal  commonwealths  of  the 
Socialists  and  Communists.  The  defects  of  the  present 
economic  system  of  distribution — and  very  regrettable 
they  are — actually  exist,  and  can  easily  be  seen,  while  the 
probable  defects  of  the  proposed  Socialistic  organization 
of  society — its  numerous  officials,  the  utter  impossibility 
of  estimating  justly  the  real  value  of  everyone's  work, 
the  lack  of  incentive  to  effort — cannot  be  clearly  realized 
in  advance,  though  the  State's  failure  to  treat  its  public 
servants  justly  and  discriminatingly  is  a  widely  observed 
phenomenon  of  our  modern  life.  Would  the  Socialists  be 
any  more  able  than  the  existing  State  to  appreciate  at 
their  proper  value  all  the  citizens  and  do  actual  and  entire 
justice  to  them  all?  This  question  cannot  be  answered 
offhand;  but  there  is  certainly  a  very  large  element  of 
doubt. 

Many  Kinds  of  Socialism. 

Since  Socialism  is  something  that  exists  only  in  men's 
minds,  and  since  there  is  no  actual  case  of  a  Socialistic 
community  on  a  large  scale.  Socialism  means  many 
very  different  things  to  different  people.  Everyone  is 
entitled  to  form  his  own  conception  of  it  and  to  print  his 
version  of  the  ideal  State  if  he  will.  Various  main  ideas 
are,  however,  to  be  found  in  almost  all  such  schemes; 
for  instance,  the  idea  that  the  wage-earner  does  not  get 
enough  of  the  value  which  he  creates,  and  that  it  is 
desirable  that  his  share  should  be  increased  at  the  ex- 
pense of  others  who  profit  by  his  work — the  landlord,  the 
capitalist,  and  the  entrepreneur.    Indeed  Socialists  of  the 
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Marxian  school  say  that  these  latter  have  no  claim  to  any 
share  at  all. 

Marxian  or  ''Scientific"  Socialism. 

Now  we  cannot  undertake  to  go  into  all  the  different 
kinds  of  Socialism  and  to  explain  their  theories ;  yet,  we 
may  attempt  to  state  the  main  principles  of  that  theory 
of  Socialism  which  commands  the  widest  allegiance,  and 
is  the  principal  basis  of  the  Socialistic  movement  in  the 
United  States  and  Canada,  as  well  as  in  Germany.  This  is 
the  so-called  ''scientific"  Socialism — the  Socialism  of 
Karl  Marx.  In  the  Presidential  election  of  1912,  over 
900,000  votes  were  polled  for  Eugene  V.  Debs,  the  Social- 
ist candidate  for  President  of  the  United  States ;  this  indi- 
cated an  enormous  increase,  as  compared  with  1908,  in 
the  strength  of  the  Socialist  movement.  This  American 
Socialist  movement  is  based  on  the  teaching  of  Karl  Marx, 
and  as  this  movement  has  also  invaded  Canada,  and  most 
Canadian  Socialists  are  of  this  type,  it  is  important  for 
us  to  consider  Marx's  teaching,  and  where  it  seems  to  be 
most  at  fault. 

The  Economic  Interpretation  of  History. 

The  ground-work  of  the  whole  doctrine  of  Marx  is  the 
doctrine  known  as  the  economic  interpretation  of  history 
— the  idea  that  the  whole  civilization  of  a  people,  their 
literature,  language,  laws,  form  of  government,  and  even 
their  religion  itself,  are  a  consequence  of  their  method 
of  earning  their  living  and  their  success  or  lack  of  suc- 
cess in  so  doing. 

Marx  holds  that  the  life  of  a  society  resembles  the  life 
of  an  individual  in  being  a  period  of  ceaseless  change,  and 
that  the  ideas  and  institutions  of  each  period  in  that  life 
are  necessarily  relative  to  the  economic  condition  of 
society  at  that  particular  time,  and  that  all  other  social 
institutions — the  church,  the  courts,  the  literature — of  a 
country  arise  in  the  first  place  out  of  its  economic  conditions 
and  changes.  The  political  constitution  and  the  laws  of 
a  country  are  determined  by  the  economic  reqidrements 
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of  the  governing  class,  and  all  history  is  filled  with 
struggles  between  the  classes  in  a  country — class  conflicts. 
Of  these  struggles,  the  first  type  is  that  between  the  land- 
owning feudal  nobles  and  the  citizens  of  the  trading- 
towns,  whom  Marx  calls  the  bourgeoisie.  These  struggles 
ended  in  the  overthrow  of  the  feudal  nobility  and  the  rise , 
to  power  of  the  capitalistic  bourgeoisie,  who  are  now  the 
masters  of  our  society ;  but  the  time  is  destined  to  come; 
and  is  even  now  on  the  way,  when  the  supremacy  of  the 
capitalistic  bourgeoisie  shall  be  overthrown  by  the 
labouring  masses  known  to  Marx  as  the  proletariate. 
These  people,  whether  with  ballots  or  with  bullets,  will 
assume  control  of  all  the  means  of  production  and  of  the 
process  of  distribution,  and  will  thereby  stop  the  legalized 
exploitation  of  the  wage-earner  by  the  capitalist,  under 
which  name  the  Socialist  includes  the  entrepreneur  as 
well  as  the  person  whom  we  call  the  capitalist. 

Struggle  of  Proletariate  and  Bourgeoisie. 

How  have  the  members  of  the  proletariate  been 
exploited  by  the  bourgeoisie?  Marx  claims  that  all  the 
inventions  made  at  the  time  of  the  Industrial  Revolution 
have  contributed  only  to  increase  the  wealth  of  the  upper 
classes  and  have  in  no  wise  helped  to  brighten  the  lot  of 
the  poor.  This,  it  is  generally  recognized,  is  untrue  to- 
day; but  when  Marx  wrote  his  great  book,  Capital,  it 
was  probably  true  enough  that  bodies  of  workers  led  a 
life  no  better  than  they  had  led  a  century  before ;  that 
the  purchasing  power  of  their  wages  was,  if  anything, 
less  than  it  had  been  in  the  previous  century,  and  that 
the  greatest  distress  prevailed,  especially  in  those  home 
industries  where  the  hand-workers  attempted  to  keep  up 
an  utterly  futile  competition  with  the  machine  workers. 
Marx  at  that  time  had  too  many  facts  on  his  side  to  be 
laughed  out  of  court. 

Times  have,  fortunately,  changed.  It  is  probable  that 
at  no  period  in  the  past  has  the  condition  of  the  working- 
classes  in  England,  France,  Germany  and  the  United 
States — to  name  only  the  four  leading  industrial  nations^ 
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been  superior  to  what  it  was  in  the  first  decade  of  the 
twentieth  century.*  Marx,  however,  had  expected  that 
the  poor  would  go  on  getting  poorer  and  the  rich  richer, 
until  finally  the  wage-earners,  goaded  on  by  the  intoler- 
able hardships  of  their  lot,  and  incensed  by  the  increasing 
luxury  which  they  saw  around  them,  would  rise  in  their 
millions,  drive  out  their  masters,  and  establish  a  com- 
munistic society,  where  every  man  should  be  in  actual 
fact  what  he  even  now  is  in  name — free  and  equal.  The 
failure  of  his  prediction  has  taken  some  of  the  wind  out 
of  the  Marxian  sails. 

Evolutionary  Socialism. 

As  a  consequence  of  this  failure,  there  has  arisen  in  the 
Marxian  ranks  a  sort  of  higher  criticism  of  the  '  *  Socialist 
Bible" — Marx's  great  work.  Capital.  The  people  engaged 
in  this  criticism  are  known  as  the  Revisionists,  and  their 
intellectual  leader  is  Edward  Bernstein,  a  German  writer 
who,  rejecting  Marx's  doctrine  of  revolution,  believes 
that  a  Socialistic  society  will,  in  time,  be  introduced 
through  a  gradual  evolutionary  process  instead  of  by  a 
violent  upheaval  such  as  the  French  Revolution.  The 
Revisionist  school,  however,  have  as  yet  made  no  great 
impression  upon  the  Socialist  movement  in  America.  On 
this  continent  nearly  all  out-and-out  Socialists  are 
Marxians. 

The  Labour  Theory  of  Value. 

How  does  the  process  of  exploitation  spoken  of  by  Marx 
go  on?  Marx  follows  Smith  and  Ricardo  in  maintaining 
that  labour  alone  creates  value.  ''Labour,"  says  Adam 
Smith,  ''was  the  first  price,  the  original  purchase-money 
that  was  paid  for  all  things."  Ricardo  quotes  Adam 
Smith,  and  continues:  "That  this  (labour)  is  really  the 
foundation  of  the  exchangeable  value  of  all  things,  ex- 
cepting those  which  cannot  be  increased  by  human  in- 
dustry, is  a  doctrine  of  the  utmost  importance  in  political 

*Statistics  quoted  in  Lesson  XIII.  show  the  increase  in  recent 
years   of  both   mioney   wages   and   real   wages. 
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economy.  If  the  quantity  of  labour  realized  in  com- 
modities regulates  their  exchangeable  value,  every 
increase  of  the  quantity  of  labour  must  augment  the  value 
of  that  commoditj^  on  which  it  is  exercised,  as  every 
diminution  must  lower  it." 

The  value  of  a  commodity  is,  therefore,  according  to 
Marx,  the  amount  of  abstract  human  labour  embodied 
in  it,  and  commodities  ought  to  exchange  for  each  other 
in  proportion  to  the  amount  of  labour  which  it  costs  to 
produce  them.  If  a  ton  of  coal  costs,  on  the  average,  one 
day's  labour,  and  two  yards  of  cloth  cost  one  day's 
labour,  then  the  ton  of  coal  ought  ordinarily  to  exchange 
for  the  two  yards  of  cloth.  Or,  if  we  are  dealing  in  terms 
of  our  common  denominator,  money,  we  should  say  that 
one  ton  of  coal  costs  as  much  as  two  yards  of  cloth.  Com- 
modities intended  for  exchange  may,  therefore,  says 
Marx,  be  described  as  crystallized  labour,  and  the  value 
of  the  article  is  measured  by  the  length  of  time  which, 
on  the  average,  is  necessary  to  produce  it. 

Marx's  work  were  written  before  the  utility  theory  of 
value  (see  Lesson  I.)  came  into  common  acceptance.  He 
was  in  harmony  with  the  best  economists  of  his  time  in 
holding  what  is  known  as  the  Labour  Theory  of  Value. 
Marx  errs,  but  in  very  excellent  company. 

Surplus  Value.  • 

Labour  itself  has,  especially  in  these  days  of  machine 
production,  the  unique  property  of  producing  more  than 
is  required  to  maintain  the  labourer.  The  capitalist  pays 
for  labour  its  cost  of  production  (see  Lesson  XIII. ,  page 
7),  and  receives  in  return  its  product,  w^hich  is  worth 
more  than  it  costs  him.  The  labourer  can,  let  us  say, 
produce  in  six  hours  enough  to  keep  himself  and  his 
family.  Now  the  capitalist  is  able  to  make  him  work  ten 
or  twelve  hours,  and  is  able  to  appropriate  the  goods  pro- 
duced in  the  extra  four  or  six  hours,  or  at  least  the  value 
of  these  goods.  The  first  six  hours'  work  is  what  Marx 
calls  ''necessary  labour" ;  the  value  produced  in  the  other 
four  or  six  hours,  the  return  for  which  goes  to  the  capi- 
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talist,  is  what  he  calls  * '  surplus  value ' ' — a  very  important 
term  in  the  Socialist  vocabulary.  The  capitalist  puts  this 
''surplus  value"  into  his  pocket  and  uses  it,  let  us  sup- 
pose, to  set  up  machines  which  will  make  his  labourers  do 
still  more  work  and  become  more  efficient.  If  by  intro- 
ducing labour-saving  machinery,  the  capitalist  can  suc- 
ceed in  reducing  the  necessary  labour  time  to  four  or  five 
hours,  he  will  then  have  a  larger  product  to  retain  for 
himself. 

Marx  regards  this  as  unjustifiable  exploitation  of  the 
workers.  They  and  not  the  capitalists  should  secure  the 
advantage  proceeding  from  the  use  of  labour-saving 
machinery. 

Capitalism  a  Necessary  Stage. 

The  capitalistic  era  is,  according  to  Marx,  a  necessary 
epoch  which  must,  in  time,  give  place  to  communistic 
production.  Capitalistic  production  through  the  exploita- 
tion of  the  worker  destroys  its  own  market,  since  the 
worker  has  no  money  left  with  which  to  make  purchases. 
Therefore,  capitalistic  countries,  that  is  countries  where 
the  factory  or  capitalistic  system  of  industry  is  predomi- 
nant, are  compelled  to  seek  foreign  markets  for  the  goods 
they  produce.  For  a  time  they  can  do  this  successfully; 
but  when  all  the  foreign  markets  are  flooded  with  surplus 
commodities,  when  capitalistic  industry  develops  in  all 
countries,  capitalism  will  end  by  working  out  its  own 
ruin. 

The  Concentration  and  Expropriation  of  Capital. 

One  great  capitalist,  he  holds,  ever  kills  many  small 
ones.  Through  the  absorption  of  many  capitalists  by  few 
— the  trust  movement — are  developed  large-scale  produc- 
tion, the  co-operative  form  of  the  labour  process,  the 
intelligent  application  of  science  "to  industry,  the  syste- 
matic exploitation  of  the  soil,  the  bringing  together  of 
all  the  nations  into  one  world  market,  and  an  era  of  inter- 
national capitalism.  The  large  capitalists  are  continually 
swallowing  up  the  small  capitalists,  and  thus  the  capi- 
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talist  class  declines  in  numbers,  while  the  exploited  lab- 
ourers are  continually  increasing  in  numbers,  and  are 
finding  it  harder  and  harder  to  make  a  living.  The 
centralization  of  the  means  of  production  finally  reaches 
a  point  where  the  capitalists  can  no  longer  resist  the 
determination  of  the  people  to  expropriate  them.  They, 
the  expropriators  of  the  property  of  smaller  men,  are  in 
turn  expropriated  by  the  State  and  a  communistic  system 
of  society  is  established. 

Marx  would  make  land  and  all  the  instruments  of  pro- 
duction collective  property,  and  would  have  all  subjects 
of  the  State  share  equally  in  labour  and  in  the  produce 
of  labour.  Thus  his  prospective  Communist  State  is  a 
Labour  State,  in  which. labour  will  be  compulsory  on  all 
able-bodied  citizens. 

The  Mistakes  of  Marx. 

Marx  was,  fortunately  for  humanity,  entirely  wrong  in 
stating  that  all  industry  is  becoming  concentrated  in  the 
hands  of  a  few.  Though,  as  we  have  seen,  there  is  a  strong 
tendency  toward  the  increase  of  large-scale  business,  it 
cannot  be  said  that  small-scale  business,  as  a  whole,  is  on 
the  decline.  Small  retail  shops  exist  in  thousands  in  our 
cities  by  the  side  of  the  great  department  stores,  and 
hundreds  of  thousands  of  farmers  own  and  manage  their 
own  land.  The  same  is  the  case  in  other  countries.  Out 
of  a  total  of  8,333,000  employees  in  the  trade,  industry  and 
commerce  of  Germany  in  1907,..practically  ,3,000,000  .-were 
employed  in  businesses  having  five  or  less  employees,  and 
over  2,000,000  more  in  medium-sized  factories  employing 
from  six  to  fifty  persons.  These  results  are  all  the  more 
impressive  because  they  do  not  include  the  agriculturists. 

The  rich  also  were,  according  to  Marx,  biecoming  ever 
richer,  while  the  poor  became  poorer.  This,  again,  is 
erroneous.  In  Saxony,  to  quote  the  figures  of  Bernstein, 
proletarian  incomes  of  $400  or  less  a  year  increased  in 
number  only  33%  between  1879 >nd  1894,  while  incomes 
of  from  $400  to  $2,400  increased  over  70%;  those  from 
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$2,400  to   $13,000,   154%,   and    incomes    of    $13,000   or 
over,  272%. 

The  Labour  Theory  of  Value  Given  Up. 

The  ideas  on  which  Marx  based  his  Socialism  must, 
therefore,  be  given  up.  His  labour  theory  of  value  is 
erroneous,  and  has  now  been  generally  abandoned.  If 
labour  is  the  measure  of  value,  say  his  critics,  what 
decides  the  value  of  labour  itself?  Or  in  the  case  where 
a  shoe  goes  through  fifty  hands  in  the^  process  of  manu- 
facture, who  shall  decide  on  the  Marxian  doctrines  what 
amount  each  of  the  men  has  contributed  to  produce  the 
finished  article?  One  can  estimate  the  total  value  added 
to  the  leather  in  manufacturing  the  shoe,  but  one  cannot 
estimate  how  much  of  the  added  value  is  due  to  each  of 
those  who  have  aided  in  the  process.  Yet,  that,  according 
to  Marx,  is  what  should  decide  their  reward. 

Again,  if  labour  is  tlie  measure  of  value,  why  is  it  that 
no  one  will  buy  at  any  price  a  disused  railroad?  It  cost 
a  very  great  deal  of  labour  to  build  the  railroad,  perhaps 
as  much  labour  as  it  cost  to  build  a  much  used  and  pro- 
ductive line  of  railway ;  yet  no  one  but  a  lunatic  would  be 
willing  to  give  the  latter  for  the  former.  Clearly,  the 
labour  theory  of  value  will  not  square  with  the  elementary 
facts  of  life.  If  we  compare  it  with  the  utility  theory  of 
value  (Lesson  1)  we  shall  easily  realize  which  of  the  two 
coincides  with  our  experience. 

It  is,  however,  a  great  mistake  to  suppose  that  because 
we  have  refuted  the  Labour  Theory  of  Value  we  have 
thereby  disposed  of  Socialism.  We  have,  indeed,  dis- 
posed of  the  pure  Marxian  or  ** Scientific^'  Socialism, 
but  there  are  other  varieties,  less  revolutionary^  indeed, 
but  on  that  account  all  the  more  per\asive  and,  as  the 
opponents  of  Socialism  would  say,  all  the  more  dangerous, 
l?ecause,  like  sqme  of  the  most  deadly  diseaseSj  they  are 
insidious. 

The  Fabian  Society. 

The  type  of  Socialism  which  is  to-day  producing  the 
greatest  practical  effect  is  probably  that  whose  influence 
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is  being  seen  in  the  legislation  of  the  present  government 
of  the  United  Kingdom.  It  is  the  type  of  Socialism  pro- 
pounded by  the  Fabian  Society,  an  organization  which 
derives  its  name  from  the  Roman  General,  Fabius,  who 
refused  to  fight  with  Hannibal,  the  great  enemy  of  Rome, 
until  he  was  quite  ready.  Its  motto  is:  '^For  the  right 
moment  you  must  wait,  as  Fabius  did,  most  patiently, 
when  warring  against  Hannibal,  though  many  censured 
his  delays;  but  when  the  time  comes  you  must  strike 
hard  as  Fabius  did,  or  your  waiting  will  be  in  vain  and 
fruitless. ' '  The  objects  of  this  society  are  given  in  its  own 
words. 

''The  Fabian  Society  consists  of  Socialists. 

''It  therefore  aims  at  the  reorganization  of  society  by 
the  emancipation  of  land  and  industrial  capital  from 
individual  and  class  ownership,  and  the  vesting  of  them 
in  the  community  for  the  general  benefit.  In  this  way 
only  can  the  natural  and  acquired  advantages  of  the 
country  be  equitably  shared  by  the  whole  people. 

"The  society  accordingly  works  for  the  extinction  of 
private  property  in  land,. and  of  the  consequent  individual 
appropriation,  in  the  form  of  rent,  of  the  price  paid  for 
permission  to  use  the  earth,  as  well  as  for  the  advantages 
of  superior  soils  and  sites. 

"The  society,  further,  works  for  the  transfer  to  the 
community  of  the  administration  of  such  industrial  capi- 
tal as  can  conveniently  be  managed  socially.  For,  owing 
to  the  monopoly  of  the  means  of  production  in  the  past, 
industrial  inventions  and  the  transformation  of  surplus 
income  into  capital  have  mainly  enriched  the  proprietary 
class,  the  worker  being  now  dependent  on  that  class  for 
leave  to  earn  a  living. 

"If  these  measures  be  carried  out,  Avithout  compensa- 
tion (though  not  without  such  relief  to  expropriated  indi- 
viduals as  may  seem  fit  to  the  community),  rent  and 
interest  will  be  added  to  the  reward  of  labour,  the  idle 
class  now  living  on  the  labour  of  others  will  necessarily 
disappear,  and  practical  equality  of  opportunity  will  be 
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maintained  by  the  spontaneous  action  of  economic  forces 
with  much  less  interference  with  personal  liberty  than  the 
present  system  entails. 

"For  the  attainment  of  these  ends  the  Fabian  Society 
looks  to  the  spread  of  Socialist  opinions,  and  the  social 
and  political  changes  consequent  thereon.  It  seeks  to 
promote  these  by  the  general  dissemination  of  knowledge 
as  to  the  relation  between  the  individual  and  society  in 
its  economic,  ethical  and  political  aspects." 

The  Revisionist  Socialists. 

The  revisionist  Marxians  of  the  Continent  of  Europe 
have  themselves  adopted  a  system  of  evolutionary  Social- 
ism, not  greatly  different  from  that  of  the  Fabians,  except 
that,  on  account  of  their  continental  position  and  the 
military  conscription  which  this  involves,  they  turn  a 
great  part  of  their  wrath  against  the  immense  standing 
armies  of  such  countries  as  France  and  Germany,  and 
declare  that  the  workers  of  these  countries  must  not  fight 
each  other,^  but  must  rather  make  common  cause  against 
the  predominant  military  caste  .best  represented  by  the 
Junkers  of  Prussia — their  oppressors.  They  still  retain 
as  their  watchword  the  closing  words  of  the  Communist 
Manifesto,  drawn  up  by  Karl  Marx  and  his  friend  Engels, 
in  1848 : 

''The  proletarians  have  nothing  to  lose  but  their  chains. 
They  have  a  world  to  gain.  Workers  of  all  countries, 
Unite!" 

These  two  bodies,  therefore,  are  in  sympathy  not  very 
far  removed  from  each  other.  They  both  believe  in  the 
advent  of  Socialism  through  governmental  action,  though 
the  Fabians  in  England  prefer  to  work  for  Socialism 
rather  as  a  pervading  influence  in  the  older  English 
parties,  while  the  Social  Democrats  of  Germany  and  other 
Continental  countries  have  growing  political  parties  of 
their  own.  Both  in  England  and  on  the  Continent  they 
are  gaining  ground.  Much  of  the  social  legislation  of  the 
Asquith  Government  is  Fabian  in  origin,  while  the  cities 
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of  the  Continent  are  constantly  trying  new  Socialistic 
experiments.  In  the  general  election  of  1912,  in  Germany, 
over  4,000,000  voters  supported  the  Social  Democratic, 
party^an  increase  of  nearly  a  million  over  the  previous 
election, 

Growing  Strength  of  Socialism. 

The  Socialistic  movement  is  at  present,  beyond  all 
question,  advancing,  though  no  one  can  say  how  long  that 
advance  may  go  on,  or  whether  Socialism  will  not  in  the 
end  content  itself  with  measures  much  more  moderate 
than  those  now  proposed,  since  there  seems  to  be,  a 
growth  of  a  more  temperate,  a  more  compromising,  spirit 
in  the  movement  as  it  grows  older  and  wiser.  But  if 
this  is  the  case,  we  may  expect  to  find,  and  indeed  we 
are  finding,  that  the  more  extreme  among  the  Socialists 
are  denouncing  their  parliamentary  party  for  compro- 
mising with  the  great  enemy,  capitalism,  are  giving  up 
their  belief  in  the  efficacy  of  governmental  action, 
seceding  from  the  Socialists  and  establishing  a  new  move- 
ment of  their  own,  based  on  the  principle  of  **  direct 
action."  These  secessionists  from  the  older  Socialists 
have  received  the  name  of  Syndicalists. 

The  Syndicalists  and  ** Direct  Action."  ^ 

What  do  they  mean  by  "direct  action"?  They  assert 
that  the  action  of  Parliamentary  Socialism  is  dilatory  and 
uncertain,  and  that  the  only  hope  of  the  worker  is  to 
disregard  the  representative,  who  is  merely  deluding  him, 
and  work  out  his  salvation  for  himself  by  taking  posses- 
sion of  the  machinery  of  production.  Does  this  involve 
violence?  Not  necessarily.  The  syndicalist  theory  is 
that  if  a  group  of  workers — ^say  the  railway  workers^ — 
refuse  to  work  themselves,  and  if  no  others  can  be  found 
to  operate  the  railways,  the  railways  will  lose  all  value ; 
railway  shares  will  be  worth  nothing  because  the  railways 
will  have  no  earning  power.  When  the  shares  become 
valueless  the  shareholders  will  be  willing  to  make  the 
workers  a  free  gift  of  the  railway.    If  they  will  not,  the 
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workers  will  take  it  anyway.    The  same  might  be  done, 
also,  with  the  other  industries  of  a^  community.     ' 

The  General  Strike.  , 

Thus  by  this  great  device  of  the  ** general' strike,"  all 
the  machinery  of  production — the  land,  the  mines,  the 
forests,  the  railways  and  the  manufactures  of  the  world — 
would  come  into  the  hands  of  the  workers,  who,  in  addi- 
tion to  all  the  wages  which  they  receive,  would  also  get 
the  interest  which  now  goes  to  the  capitalist  and  the 
profits  which  now  go  to  the  entrepreneur.* 

Short  Strikes  and  ''Sabotage." 

In  a  country  where  the  bulk  of  the  workers  are  not 
yet  educated  up  to  the  general  strike,  the  Syndicalists 
would  prefer  short  strikes  rather  than  the  long  strikes 
which  occasionally  occur  to-day.  They  believe  that  a 
series  of  short,  sharp,  unforeseen  strikes,  each  of  a  few 
weeks'  duration,  injures  the  employers  much  more  and 
the  employees  much  less  than  a  single  long  strike,  which 
leaves  the  union  exhausted,  wliether  by  victory  or  defeat. 
Between  these  short  strikes,  too,  the  Syndicalists,  since 
all  weapons  are  legitimate  against  the  monster  capital- 
ism, would  advocate  the  practice  of  what  is  known  by  the 
French  name,  ^'sabotage."  Sabotage  means  anything 
which  can  be  done  to  hurt  the  employer  for  whom  one  is 
working.  It  comes  from  the  French  word,  "sabot,"  a 
wooden  shoe.  It  originated  in  the  action  of  some  French 
peasants  who,  after  a  quarrel  with  their  employer,  threw 
their  wooden  shoes  into  his  fine  silk- weaving  machines 
and  i-uined  them.  To-day  sabotage  may  mean  dropping 
petroleum  into  the  kneading-trough,  short-circuiting  ah 
electric  current,  delaying  cars  in  transit,  or  changing  the 
labels  on  freight-cars  and  sending  to  Vancouver  a  car 
originally  labeled  for  Halifax.  In  the  case  of  a  lumber 
company,  it  would  mean  putting  nails  in  the  wood  to  be 

*Praetically  all  Socialists  Wiould  appr,opriate  economic  rent  for 
tKe  service  of  the  State,  so  that  our  syndicalists  would  not  receive 
that. 
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cut  by  the  circular  saw.  Any  one  of  the  million  ways  by 
which  a  discontented  employee  may  injure  his  employer 
comes  under  the  head  of  sabotage. 

The  Failure  of  the  General  Strike. 

Fortunately,  the  success  of  the  Syndicalists  has  not 
been  in  proportion  to  the  violence  of  their  methods.  The 
general  strike  has  been  tried  in  a  number  of  different 
countries  within  the  past  few  years,  and  the  most  promi- 
nent result  has  been  to  create  in  the  majority  of  people 
an  utter  loathing  for  the  Syndicalists  and  all  their 
methods  of  procedure.  That  is  not  strange,  since  the 
public  is  after  all  the  greatest  loser  by  a  stoppage  of  the 
railways  or  any  other  great  industry.  The  tying  up  of 
the  railways,  for  instance,  means  that  the  cities  no  longer 
have  their  accustomed  supply  of  food;  that  prices  go 
up,  and  all  suffer,  and  that  the  poor  of  the  working  class 
suffer  most,  since  they  have  the  least  money  for  purchas- 
ing food.  Under  such  circumstances  it  has  been  and 
always  will  be  found  that  public  opinion  supports  the 
Government  in  forcibly  protecting  the  companies  operat- 
ing the  railways  or  in  forcibly  operating  them  itself. 
Thus,  a  few  years  ago,  during  a  general  strike  in  France, 
the  Government  called  up  the  railway  men  who  were  in 
the  army  reserve  and  compelled  them  to  operate  their 
lines  under  martial  law. 

Syndicalism  on  the  Decline. 

The  consequence  of  the  failure  of  the  general  strike 
when  carried  out  in  practice  has  been  to  discredit  the 
whole  Syndicalist  movement,  and  we  may  dismiss  the 
subject  by  saying  that,  in  Europe  at  least,  that  movement 
is  now  on  the  decline.* 

*The  Syndicalist  metbod«  are  represented  on  this  continent 
by  the  ''I.  W.  W. "—Industrial  Workers  of  the  World.  This 
organization  h,as  bad  a  certain  vogue,  since  it  finds  a  field  for  its 
activities  among  the  immigrant  workers  of  the  Latin  and  Slavic 
nationalities,  and  among  the  Jews — people  who  are  not  admitted 
in  any  large  numbers  to  the  less  radical  American  Federai;ion  of 
Labor. 
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Criticism  of  Socialism. 

We  have  completed  our  survey  of  the  chief  Socialistic 
movements.    We  shall  now  proceed  to  discuss  them. 

Wealth  Production  Still  Small. 

In  the  first  place,  the  Socialists  generally  talk  of  the 
enormous  wealth  of  the  rich,  and  argue  that  if  this  were 
divided  equally  among  all  men  there  would  be  enough 
for  all.  They  forget  that  the  number  of  the  wealthy  is 
very  small,  as  compared  with  that  of  the  poor,  and  that 
there  are  practically  no  countries  in  the  world  where  the 
total  income  of  the  whole  people  (which  some  economists 
call  the  National  Dividend)  would,  if  divided  up  equally, 
give  the  average  family  much  more  than  $1,000  per 
annum.*  In  the  United  States,  Canada  and  Great  Britain, 
and  possibily  in  France,  it  may  at  present  reach  $1,200  per 
annum.  This  amount  per  family  would  indeed  give 
everyone  a  fair  living;  but  it  is  questionable  whether  a 
decline  in  the  average  income  would  not  probably  occur 
after  the  adoption  of  Socialism  on  account  of  the  ineffi- 
ciency, the  non-businesslike  character  of  its  governing 
body,  though  it  is  possible  that  the  saving  resulting  from 
the  abolition  of  many  non-economic  occupations  of  the 
present  day  would  make  up  for  this.  Among  such  occu- 
pations one  might  include  commercial  travellers,  adver- 
tising agents,  etc.,  such  as  are  eliminated  in  considerable 
numbers  when  an  amalgamation  takes  place  among  the 
firms  supplying  a  certain  territory  with  a  certain  product. 
Other  great  classes  of  work  would  also  be  done  at  much 
less  expenditure  of  effort ;  for  instance,  one  dairyman, 
one  baker,  one  iceman  would  serve  a  whole  section  of  a 
city,  just  as  one  postman  does  now.  Possibly  the  gains  in 
this  way  would  make  up  for  the  loss  entailed  by  the 
unbusinesslike  methods  of  government. 

^Socialists  loften  claim  to  be  internatiionalists.  If  they  took 
the  globe  as  their  unit  and  divided  the  world's  products  equally 
among  all  the  families  in  the  world,  the  average  family  would 
n-ot  have  more  than  $300  per  annum. 
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Difficulty  of  Securing  Capitalin  a  Socialist  State. 

There  is  no  doubt  something  attractive  in  the  idea  of 
a  State  where  incomes  should  be  equal  and  at  the  same 
time  sufficient  to  provide  moderate  comfort  for  everyone. 
But  there  are  yet  other  difficulties  in  the  way  of  estab- 
lishing such  a  State.  This  State' must  be*  What  Mill  calls 
a  stationary  State — a  State  where  capital  is  not  saved  up, 
and  where  progress  does  not  go  on  from  year  to  year. 
It  is  conceivable  that  in  some  of  the  smaller  European 
countries  such  a  condition  might  exist;  but  how  could  it 
exist  in  Canada,  in  a  country  where,  for  generations  to 
come,  there  will  be  great  need  of  capital  for  development  ? 
Under  Socialism  no  one  would  have  any  motive  for  not 
spending  every  cent  of  his  income,  since  he  would  not 
receive  any  interest  on  it.  Nor  could  a  State  which  re- 
fused to  pay  interest  on  capital  lent  to  it  by  its  own 
people,  consistently  pay  interest  on  capital  borrowed 
from  abroad.  Indeed,  if  other  countries  were  Socialistic 
also,  they  would  not  have  any  capital  to  lend. 

Socialism  Implies  a  Stationary  State. 

Presumably,  then,  a  Socialist  regime  would  mean  a 
cessation  of  railroad-building  in  our  country  and  a  stop- 
page of  the  work  of  opening  up  the  country  and  increas- 
ing its  productivity.  The  Socialist  might  assert  that 
the  cost  of  such  development  would  be  met  from  the  rent 
coming  into  the  State  Treasury  from  the  developed  land. 
The  answer  is  *' Certainly,  but  this  gain  must  be  subse- 
quent to  the  development.  You  have  first  got  to  borrow 
the  capital  necessary  to  develop  the  new  sections  of  the 
country,  and  you  cannot  consistently  do  that.  Therefore, 
you  cannot  develop  the  new  territory,  except  that  a  few 
millions  of  the  surplus  income  of  the  State,  proceeding 
from  land  rent,  might  annually  be  devoted  to  such  work. ' ' 
Compare  this  trifling  sum  with  the  hundreds  of  millions 
which  are  now  being  invested  yearly,  both  by  Canadians 
and  outsiders,  in  the  development  of  Canada. 

For  a  new  and  developing  country.  Socialism  is,  there- 
fore, impossible.     To  older  countries  the  foregoing  argu- 
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ments  would  not  apply,  but  there  are  others  arising  out 
of  the  very  nature  of  man  as  it  exists  at  the  present  time. 

Socialism  and  Human  Nature. 

The  most  important  of  th^se  may  easily  be  illustrated 
from  our  own  experience.  Is  a  man  who  feels  more 
capable  and  knows  that  he  does  more  work  and  is  more 
valuable  in  his  position  than  his  neighbour,  satisfied  with 
a  salary  equal  to  that  of  the  latter?  Some  may  be,  but 
this  is  certainly  not  the  feeling  of  the  average  man.  He 
will  first  probably  ask  for  a  raise  in  his  pay;  but  if  he 
fails  to  get  it,  and  if  his  salary  increases  merely  with  his 
seniority,  or  not  at  all,  he  will  say  to  himself,  **I  don't 
get  more  than  the  other  fellow.  Why  should  I  do  more 
than  he  does  when  I  am  not  getting  any  more  for  it?" 
Imagine  this  average  man  multiplied  by  millions,  and  all 
these  millions  slowing  down  in  their  efforts,  and  one  can 
form  an  idea  of  the  decrease  in  the  National  Dividend 
which  would  follow  the  introduction  of  Socialism. 

Business  men  know  that  in  order  to  bring  their  indus- 
tries up  to  the  maximum  of  efficiency,  they  must  adopt, 
in  dealing  with  the  staff,  the  principle  of  what  Napoleon 
called  *'the  career  open  to  the  talents."  That  is,  they  must 
be  prepared  to  give  promotion  and  higher  pay  to  the 
good  executive  officer  or  employee  in  order  that  he  may 
be  encouraged  to  do  still  better  work.  They  must  not 
let  seniority  stand  in  the  way  of  promotion,  else  the 
ambitious  and  energetic  men  will  pass  from  their  service 
to  that  of  their  competitors.  If  this  is  the  case  in  busi- 
ness, is  it  not  ruinous  to  adopt  for  one 's  country  a  system 
which  gives  to  the  active  and  energetic  man  no  advantage 
over  the  drone? 

Socialism  Would  Necessarily  Fail  at  the  Present  Time. 

It  is  hopeless,  therefore,  this  attempt  to  cure  all  the 
ills  that  flesh  is  heir  to  by  superimposing  a  Socialistic 
system  of  economy  upon  such  an  individualistic  society 
as  exists  upon  the  North  American  Continent.     Such  an 
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attempt  would  certainly  come  to  grief,  as  in  the  case  of 
the  small  groups  of  people  who  at  various  times  and 
places  have  attempted  to  conduct  their  lives  on  com- 
munistic principles.  These  groups  might  be  expected  to 
consist  of  people  who  naturally  were  in  sympathy  with 
Socialistic  ideas.  If  these  few  picked  enthusiasts  failed, 
what  hope  is  there  that  the  great  unprepared  masses 
would  take  kindly  to  the  Socialistic  system? 

Possibilities  of  the  Future. 

Human  nature  is,  however,  as  historians  and  biologists 
know,  a  changing  thing.  There  is  probably  more  unself- 
ishness, more  altruism,  in  the  world  now  than  in  former 
times,  and  it  may  be  expected  that,  in  future  ages,  there 
will  be  more  of  devotion  to  the  common  cause  than  there 
is  to-day.  In  some  society  of  the  future  the  ideals  of  the 
Socialists  may  be  at  least  partially  realized.  A  time  may 
come,  according  to  the  great  scholar  and  philosopher, 
Jowett,  when  the  question,  ''Have  I  not  a  right  to  do  what 
I  will  with  my  own"?  will  appear  ''a  barbarous  relic  of 
individualism."  He  would  be  a  bold  man  who  would 
venture  to  predict  that  the  individual  motives  will  always 
be  stronger  than  the  social  motives  toward  industry. 
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EXAMINATION    QUESTIONS 

ECONOMICS. 
LESSON  XVIII. 

1.  What  is  the  distinction  in  theory  between  Socialists 
and  Communists?     Discuss. 

2.  Explain  clearly  what  is  meant  by  the  ''economic 
interpretation  of  history,"  as  understood  by  Marx. 

3.  Prove  (referring  also  to  Lesson  XIII.)  that  the  wage- 
earning  class  is  not,  as  Marx  thought,  becoming 
poorer. 

4.  What,  according  to  Marx,  is  ''surplus  value,"  and 
how  does  it  come  into  existence? 

5.  What  was  Marx's  idea  of  the  future  of  capitalism? 
Hov/  have  events  corresponded  to  his  theory? 

6.  What  is  meant  by  the  "Labour  Theory  of  Value"? 
What  writers  are  responsible  for  it?  Explain  how 
it  has  been  refuted,  and  state  what  theory  is  now 
hfld. 

.7.     What  is  the  policy  of  the  Fabian  Society? 

8.  Explain  the  reason  for  the  revolt  of  the  Syndicalists 
against  the  older  Socialism. 

9.  What  is  meant  by  the  terms  "direct  action,"  "gen- 
eral strike,"  "sabotage"?  Give  examples  from  re- 
cent magazine  articles  and  daily  papers. 

10.  Criticise  Socialism  from  the  point  of  view  of  the 
present  state  of  wealth  production. 

11.  Is  Socialism  a  practical  policy  for  twentieth  century 
Canada?    Discuss  fully. 
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ECONOMICS 


LESSON  XIX. 

Public  Finance. 
Part  I. 


THE  first  thought  of  the  student  who,  through  all 
the  stages  of  the  previous  lessons  has  reached 
this  point,  may  possibly  be,  ''What  has  the 
Government  to  do  with  Economics?"  If,  how- 
ever, he  will  think  over  his  previous  work,  he 
will  be  ready  to  admit  that  a  Government  has 
a  good  deal  to  do  with  the  monetary  and  bank- 
ing systems,  with  grants  of  land  from  the  Crown,  with 
labour,  transportation  and  monopoly  problems.  Under 
Socialism,  of  course,  the  Government  would  be  all-power- 
ful in  the  sphere  of  economics.  But  far  removed  from 
Socialism  as  we  are,  careful  consideration  of  the  subject 
will  show  the  vast  influence  which  a  Government  has  upon 
the  economic  affairs  of  the  citizens. 

Functions  of  Government  at  Their  Minimum. 

Even  though,  as  Adam  Smith  desired,  the  functions  of 
Government  were  to  be  reduced  to  the  minimum  (afford- 
ing protection  to  the  life  and  property  of  the  citizens 
against  domestic  or  foreign  enemies,  and  undertaking  such 
public  works  as  are  too  great  for  individuals  and  yet 
necessary  to  the  community,  for  example,  the  Panama 
Canal),  yet  we  should  find  that  by  its  method  of  perform- 
ing or  neglecting  to  perform  those  functions,  the  Govern- 
ment would  exercise  an  enormous  influence  over  the 
economic  welfare  or  adversity  of  its  subjects.  In  Turkey, 
for  instance,  life  and  property  are  far  from  being  secure, 
and  the  result  is  that  no  one  cares  to  save  up  capital  or  to 
invest  it  there,  with  the  further  consequence  that  the 
transportation  service,  etc.,  of  that  country  is  inadequate, 
that  the  country,  in  spite  of  enormous  natural  resources 
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which  once  supported  a  dense  population,  is  now  thinly 
settled  and  backward. 

The  Increase  in  the  Functions  of  Government. 

Much  greater  is  the  influence  of  a  Government  which, 
like  most  modern  Governments,  considers  that  its  func- 
tions embrace,  besides  the  foregoing,  education  of  various 
kinds,  the  construction  of  great  public  works,  the  manage- 
ment of  great  public  services,  and  the  control  of  the  great 
industries  of  the  country.  Such  a  Government  can,  by  an 
enlightened  and  progressive  policy,  rapidly  increase  the 
production  of  wealth,  or  by  a  mistaken  policy,  though  with 
the  best  intentions,  bring  the  country  to  the  verge  of  ruin. 

All  governments  require  for  the  proper  discharge  of 
their  functions,  large  sums  of  money  which  are  collected 
from  the  inhabitants  ^  of  the  country.  All  the  public 
revenue  is  collected  from  the  pockets  of  individuals  either 
in  return  for  some  special  service  performed  by  the  gov- 
ei'nment  (such  as  the  postal  service)  or  as  taxation.  The 
study  of  the  best  methods  of  its  collection  and  expendi- 
ture is  called  Public  Finance. 

Increase  of  Revenue  Necessary  to  Perform  Functions. 

Now  as  the  functions  of  the  State  in  almost  all  civilized 
countries  are  being  extended,  it  is  evident  that  the  cost 
of  supporting  the  State  must  be  increasing.  And  this  is 
what  we  find.  In  ten  or  fifteen  years  the  cost  of  central 
and  local  government  in  the  United  Kingdom  has  doubled, 
partly  because  of  the  South  African  war  and  increased 
expenditures  for  defence,  but  principally  because  of  the 
lavish  expenditure  on  education,  municipal  tramways, 
waterworks,  lighting  and  on  the  housing  of  the  poorer 
classes.  So,  too,  the  ordinary  expenditure  of  the  Do- 
minion Government  has  increased  from  $42,975,000  in  1900 
to  $98,161,000  in  1912.  In  all  civilized  countries  the 
state  is  appropriating  an  increasing  part  of  the  indi- 
vidual's income. 

Now,  so  far  as  the  State  is  giving  increased  value  fctf" 
this  increased  burden  on  the  individual,  the  increase  is  not 
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in  itself  an  evil.  If  the  State  performs  certain  functions 
for  the  individual  better  and  cheaper  than  a  corporation 
could  perform  them,  as  in  the  case  of  the  Post  Office,  the 
increase  of  State  functions  is  a  positive  good.  In  fact  the 
whole  question  of  municipal  and  public  ownership  is  a 
question  of  expediency  in  each  individual  case.  Whether 
ownership  is  public  or  private  the  receipts  of  the  enter- 
prise come  from  the  pocket  of  the  individual  citizen.  If 
he  gets  more  for  less  money  under  public  ownership,  then 
public  ownership  should  be  adopted.  If  not,  it  should  not 
be  adopted. 

All  Public  Money  Comes  From  the  Individual. 

All  the  public  money,  as  we  have  said,  comes  from  the 
pockets  of  the  individual.  How  shall  we  decide  how  much 
of  the  individual's  income  the  State  may  take?  There  is 
no  logical  limit  to  the  State's  demands;  it  may  logically 
demand  not  only  a  man's  property,  but  his  life  for  its 
service  (in  Canada  every  man  between  18  and  60,  with  a 
few  exceptions,  is  liable  to  be  called  upon  to  serve  in  the 
defence  of  the  country).  But  in  practice  we  find  that  its 
demands  upon  the  people  of  a  country  are  regulated  by 
the  amount  of  money  which  those  in  authority  find  it 
necessary  to  expend  in  the  public  service. 

So,  then,  Ave  have  one  great  difference  between  indi- 
vidual and  State  economy.  The  individual  has  to  regu- 
late his  expenditure  by  his  income ;  the  State  regulates  its 
income  more  or  less  by  its  necessary  expenditure.  The 
individual  says : ' '  I  can  spend  so  much ; ' '  the  Finance  Min- 
ister, '*I  have  to  raise  so  much."  As  it  is,  therefore,  the 
amount  and  kind  of  expenditure  which  determines  the 
amount  and  kind  of  the  revenue,  we  shall  deal  first  with 
expenditure. 

Expenditure— Defence. 

The  first  duty  of  a  Government  is,  says  Adam  Smith, 
the  protection  of  its  subjects  from  the  violence  and  in- 
vasion of  other  independent  societies.  This  is  a  duty 
which  can  be  discharged  only  by  the  maintenance  of  a 
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considerable  body  of  armed  men,  and  if  the  nation  be  a 
maritime  one,  it  should  keep  up  also  a  navy  proportionate 
to  its  needs. 

This  is,  no  doubt,  the  greatest  single  item  of  expendi- 
ture among  all  world  powers,  and  the  cost  of  preparation 
for  war,  in  these  days  of  inventions,  continues  to  increase 
with  startling  rapidity. 

In  1914  the  United  Kingdom  was  spending  about  $400,- 
000,000  per  annum  on  its  army  and  navy ;  the  military  and 
naval  expenditure  of  the  United  States  in  1913  was  $288,- 
000,000,  besides  $163,000,000  in  pensions— a  total  of  $453,- 
000,000.  Germany,  apart  from  the  extraordinary  levy  of 
$250,000,000  in  1913,  spent  $350,000,000,  and  France  in 
1913  $283,000,000  on  her  army  and  navy.  Russia,  Italy, 
Austria-Hungary  and  Japan  are  also  groaning  under  the 
burden  of  armaments.  Nor  in  spite  of  the  efforts  of 
statesmen  to  secure  a  limitation  of  armaments,  does  it 
appear  that  the  end  is  yet  reached. 

Canada  has  so  far  got  along  with  remarkably  little 
expenditure  in  this  direction — only  about  $16,000,000  at 
the  present  time.  She  has  probably  been  wise  in  restrict- 
ing her  military  expenditures  hitherto,  but  it  does  not 
seem  that  she  can  do  so  for  long.  The  enormous  increase 
in  military  expenditure  on  the  part  of  Japan  and  the 
United  States,  the  new  world-powers,  makes  it  necessary 
for  us  to  reconsider  our  position.  As  Great  Britain  can- 
not afford  to  keep  a  large  fleet  in  the  Pacific,  it  seems 
necessary  that  we  should  co-operate  with  Australia  and 
New  Zealand,  which,  like  ourselves,  are  threatened  by 
the  advance  of  the  yellow  races,  to  maintain  a  squadron 
in  the  Pacific. 

In  respect  of  this  first  item  of  expense,  therefore,  it 
would  appear  that  Canada's  expenditure  for  defence  is 
altogether  inadequate,  when  we  consider  the  magnitude  of 
the  interests  and  the  rich  and  fertile  territories  which  she 
has  to  defend.  Thus  far,  at  least,  she  is  indebted  to  the 
Motherland  for  her  protection. 
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Expenditure — Administration  of  Justice. 

Th;e  second  great  function  of  the  State  is  the  mainten- 
ance of  internal  security,  or  in  other  words,  the  preser- 
vation of  law  and  order,  the  necessity  of  which  is  ad- 
mitted by  all  except  advanced  anarchists.  All  civilized 
people  accept  this  as  a  necessary  function  of  government. 

This  duty  of  the  State  necessarily  involves  consider- 
able expense,  and  there  has  been  a  great  deal  of  contro- 
versy as  to  how  the  money  necessary  for  this  purpose 
should  be  raised.  In  the  Middle  Ages  it  was  raised  by  the 
fee  system,  that  is  by  collecting  high  fees  from  all  per- 
sons who  resorted  to  the  law  courts  for  legal  remedies. 
This  system  has  at  first  sight  much  to  recommend  it.  The 
public  revenue  is  exempt  from  any  charges ;  the  persons 
who  are  presumed  to  gain  have  to  pay  for  service  ren- 
dered ;  the  judges  are  stimulated  to  diligence  by  the  hope 
of  reward.  So  plausible  is  this-  idea  that  it  was  maintained 
by  Adam  Smith. 

But  it  is  now  generally  held  that  the  judge's  toil  is 
not  for  the  benefit  of  the  particular  suitors  who  appear 
before  him,  but  for  that  of  society  at  large.  All  private 
property  is  more  valuable  than  it  would  be  if  there  were 
no  laws  and  judges  to  secure  its  enjoyment  to  its  posses- 
sors. Therefore,  all  private  property  should  pay  for  its 
protection.  Furthermore,  the  fee  system  gives  an  immense 
advantage  to  the  rich  over  the  poor,  and  on  this  account 
alone  it  is  objectionable.  It  seems  proper,  therefore,  that 
the  cost  of  the  administration  of  justice  and  the  mainten- 
ance of  the  police  should  be  borne  by  the  ordinary  public 
revenues. 

Expenditure— Administrative  Supervision. 

The  third  great  division  of  the  functions  of  Govern- 
ment is  given  the  name  of  Administrative  Supervision, 
that  is,  the  maintenance  of  inspectors  of  mines,  factories, 
shipping  and  food,  etc. 

Here  we  are  on  more  debatable  ground.  Many  of  the 
laisser  faire  economists  of  the  nineteenth  century  protest 
against  all  such  supervision  as  an  infringement  of  indi- 
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vidual  liberty.  Their  maxim  was  Caveat  emptor,  ''let  the 
purchaser  look  out  for  himself."  But  in  these  days  of 
imitations  and  adulterations,  when  it  is  possible  to  pro- 
duce artificially  food  stuffs  so  like  the  natural  foods  as  to 
deceive  any  average  individual,  is  it  reasonable  to  expect 
that  the  ordinary  man  shall  be  able  to  detect  these  frauds  ? 
The  civilized  countries  of  the  present  day  have  generally 
agreed  to  answer  this  question  in  the  negative.  Modern 
public  opinion  demands  that  ignorant  or  unprincipled  pro- 
ducers shall  not  be  allowed  to  endanger  public  health  by 
the  sale  of  food  products — especially  meat  and  milk — 
which  are  unfit  for  human  consumption.  So  too  out  of 
regard  for  the  safety  of  its  citizens  the  State  insists  on 
reasonable  care  in  the  operation  of  mines,  the  equipment 
of  factories  and  the  conduct  of  shipping.  Possibly  the 
work  of  factory  inspection  might  be  handed  over  to  the 
Trades  Unions,  but  in  such  a  case  it  is  unlikely  that  we 
should  have  uniform  administration  of  the  law,  which  is 
absolutely  essential. 

Expenditure — Poor  Relief. 

Poor  relief  is  in  most  countries  a  charge  on  the  public 
revenue.  Why  is  it  not  left  to  individual  charity  as  the 
laisser  faire  school  recommended,  instead  of  being  made  a 
compulsory  charge  on  the  public  purse?  The  answer  is 
(1)  That  private  charity  is  too  precarious  and  uncertain 
to  be  relied  on  for  long  periods  of  time;  (2)  That  indis- 
criminate giving  is  likely  to  relieve  the  most  persistent 
applicants  rather  than  the  most  needy;  (3)  That  private 
charity  means  a  heavy  burden  on  the  more  generous- 
minded  and  no  burden  at  all  on  the  niggardly;  (4)  that 
under  our  present  penal  system  a  destitute  man  may  al- 
ways secure  the  means  of  living  by  committing  a  crime. 
To  deny  to  the  pauper  what  is  thus  guaranteed  to  the 
criminal  amounts  to  an  inducement  to  crime. 

The  objections  raised  to  State  relief  are  :(1)  that  to 
give  support  to  the  non-worker  is  communistic;  (2)  that 
State  relief  demoralizes  the  receivers  more  than  private 
charity;    (3)    that  all  relief  discourages   thrift.     These 
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arguments  have  great  force,  but  not  enough  to  invalidate 
the  foregoing  considerations.  Practically  all  economists 
are  agreed,  however,  that  poor  relief  should  be  more  care- 
fully and  discriminatingly  applied.  The  events  of  the 
winters  of  1907-8  and  1913-14  in  Toronto  and  other  Cana- 
dian cities  show  that  in  many  ways  poor  relief  can  be 
more  efficiently  administered  by  the  State  than  by  private 
charity. 

Expenditure — Education. 
The  recognition  of  education  as  one  of  the  natural 
functions  of  the  State,  is  partly  due  to  the  decline  of  the 
church,  but  still  more  to  the  rise  of  the  modern  spirit  of 
democracy.  It  is  agreed  by  all  progressive  nations  that 
the  State  ought  to  provide  an  elementary  education  for 
all  its  children,  that  is,  for  its  future  citizens,  because 
uneducated  citizens  are  a  great  danger  to  any  democratic 
community.  Secondary  education  has,  however,  in 
Europe  at  least,  been  left  very  largely  to  private  initia- 
tive or  to  voluntary  effort.  The  same  is  the  case  with 
university  education.  Even  in  our  own  country  where 
State  education  is  dominant,  many  complain  that  its  influ- 
ence is  too  largely  secular  and  too  stifling  to  the  indi- 
vidual character — that  an  individual  who  has  passed 
through  it  is,  as  it  were,  the  product  of  a  machine.  Con- 
sequently various  religious  denominations  have  built  up 
secondary  schools  and  universities  of  their  own,  where, 
they  claim,  more  attention  is  paid  to  the  individual  and 
his  needs  than  in  the  State  institution.  In  spite  of  the 
fact  that  many  hold  this  point  of  view,  the  balance  of 
opinion  is  certainly  in  favour  of  regarding  education  as 
one  of  the  main  functions  of  the  state. 

Expenditure — Religion. 

The  maintenance  of  a  national  form  of  religion  is  still 
in  many  countries  regarded  as  a  proper  object  of  public 
expenditure,  but  the  support  of  religion  is  obviously  be- 
coming more  and  more  a  matter  of  voluntary  effort.  The 
disestablishment  of  the  Church  of  Ireland  in  1870  shows 
this  strong  tendency,  as  do  also  the  proposals  to  disestab- 
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lish  the  Church  in  Wales.  In  our  own  country  we  may 
regard  the  tax  exemption  given  to  all  property  owned  by 
religious  denominations  as  a  species  of  establishment  of 
religion  in  general. 

Expenditure — Aiding  of  Industry. 

One  of  the  most  important  functions  of  government  is 
the  aiding  of  industry.  This  is  performed  in  many  ways : 
by  maintaining  a  monetary  system,  a  system  of  weights 
and  measures,  post  offices  and  telegraphs,  and  in  some 
countries  government  railways  and  steamship  lines,  and 
by  the  maintenance  of  a  consular  service.  A  more  debate- 
able  method  of  aiding  industry  is  by  paying  bounties  on 
domestic  production  or  levying  protective  import  duties 
on  commodities  brought  from  abroad.  Both  of  these, 
which  are  usually  conceived  to  be  temporary  in  their 
character,  we  have  already  considered  under  the  subject 
of  ''International  Trade." 

Expenditure — Extraordinary. 

We  have  now  dealt  with  all  the  ordinary  expenses  of 
Government.  But  we  know  that  any  Government  may  at 
any  moment  be  compelled  to  incur  extraordinary  expen- 
ditures, usually  for  the  defence  of  the  nation  against  its 
enemies.  There  have  been  no  more  peace-loving  or 
economical  governments  in  the  history  of  the  world  than 
that  of  the  younger  Pitt  before  1793,  or  that  of  Lord 
Aberdeen  in  1854,  when  Gladstone  was  Chancellor  of  the 
Exchequer.  But  even  these  governments  found  them- 
selves compelled  to  go  to  war  and  to  incur  enormous  ex- 
penses in  the  defence  of  their  country.  These  vast  ex- 
penditures cannot  be  raised  by  taxation  without  disor- 
ganizing the  whole  financial  system  of  the  country  and 
consequently  Finance  Ministers  generally  resort  to  loans 
for  the  purpose  of  carrying  on  war.  They  have  usually 
judged  it  expedient,  however,  as  did  Mr.  Gladstone,  to 
make  the  people  feel  the  cost  of  the  war  by  imposing 
heavy  war  taxes  at  the  time — a  measure  which  has  had  a 
very  good  influence  in  abating  the  jingoism  of  the  people, 
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and  is  entirely  commendable  from  a  financial  point  of 
view. 

Division  of  Functions  Between  Central  and  Local 
Government. 

Up  to  the  present,  nothing  has  been  said  of  the  divi- 
sion of  duties  between  the  central  and  the  local  govern- 
ment. All  public  expenditures  are  really  one  in  kind  and 
it  is  impossible  to  draw  a  precise  and  definite  line  be- 
tween central  and  local  expenditure.  For  instance,  our 
provincial  and  municipal  governing  bodies  take  part  in 
supporting  the  state  system  of  education,  and  our  Domin- 
ion and  Provincial  Cabinets  have  each  a  Minister  of  Agri- 
culture. There  is  no  theoretical  reason  from  a  financial 
point  of  view,  why  all  the  municipalities  of  Canada  should 
not  be  ruled  from  Ottawa  as  Napoleon  ruled  all  France 
from  Paris  and  Frederick  the  Great  decided  the  minutest 
affairs  of  a  Prussian  town  from  Berlin.  But  in  practice  our 
Anglo-Saxon  ideas  of  self-government  have  resulted  in 
the  adoption  of  the  working  principle  that  each  com- 
munity shall  manage  its  own  local  affairs.  What  pre- 
cisely are  ** local  affairs"  is  somewhat  difficult  to  deter- 
mine and  the  distinction  is  usually  made  by  a  somewhat 
arbitrary  rule.  For  instance,  in  rural  communities, 
bridges  over  a  certain  length  are  built  and  maintained 
by  the  county  and  shorter  ones  by  the  townships.  In 
Canada  the  line  of  division  of  powers  between  our  Pro- 
vincial and  Dominion  Governments  was  practically  de- 
cided at  the  time  of  confederation  by  the  necessity  of 
leaving  to  Quebec  those  political  and  religious  institutions 
which  were  peculiar  to  the  French-Canadians.  But  these 
are  political  considerations  having  nothing  to  do  with  our 
subject.  We  must  repeat,  then,  our  conviction  that  there 
is,  from  a  financial  point  of  view,  no  definite  division  be- 
tween the  functions  of  local  and  central  government. 

Revenue — ** Economic"  and  Tax  Revenue. 

After  dealing  with  the  expenditure  of  the  State,  we 
turn  naturally  to  consider  how  the  revenue  necessary  to 
meet  this  expenditure  ought  to  be  raised.  ;jrj,t 
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The  revenues  of  the  State  are  of  two  main  kinds:  (1) 
There  is  the  revenue  which  is  obtained  by  the  State  in  its 
various  functions  as  a  great  corporation  or  legal  ''person" 
operating  under  the  ordinary  conditions  that  govern  indi- 
viduals and  companies;  (2)  that  taken  by  the  sovereign 
from  the  subjects  by  taxation.  To  the  former  class  be- 
long the  rents  received  by  the  State  .as  landlord,  the  in- 
terest on  its  investments,  and  the  earnings  of  its  great 
services  such  as  the  Post  Office.  In  the  second  class  have 
to  be  placed  all  taxes  of  whatever  kind. 

Classes  of  "Economic"  Revenue. 

It  is  with  the  former  class — the  ''economic"  receipts 
of  the  State — that  we  shall  be  concerned  in  this  lesson. 
These  may  be  divided  into  three  classes.  First,  we  all 
know  that  the  State  may  be  landlord  and  receive  a  rent 
from  its  tenants  for  the  use  of  land  or  of  other  natural 
resources.  Secondly,  the  State  may  be  a  Capitalist,  when, 
for  instance,  it  lends  funds  to  municipalities  or  to  cor- 
porations (as  in  the  Sault  Ste.  Marie  loan  of  $2,000,000) 
and  receives  interest  therefor.  Thirdly,  the  State  may  be 
an  Entrepreneur,  an  undertaker  of  industrial  enterprises, 
and  may  receive  a  profit  from  them  over  and  above  any 
rent  and  interest  charges.  The  State  operates  the  post 
office  in  practically  all  countries,  the  telegraph  and  tele- 
phone lines  in  Great  Britain  and  various  other  countries, 
and  the  railways  in  Prussia,  Australia,  Kussia,  British 
India  and  other  countries.  We  will  consider  briefly  these 
classes  of  "economic"  receipts. 

I.  The  State  as  Landlord. 

The  public  domain — the  ager  publicus  of  the  Romans — 
was  throughout  ancient  and  mediaeval  times  regarded  as 
the  basis  of  public  income.  The  feudal  king  was  the 
greatest,  and  indeed  in  the  case  of  William  the  Conqueror, 
the  only  landowner  in  his  dominions.  All  men  held  their 
land  from  him  on  condition  of  military  service  and  rents 
in  kind  or  in  money;  hence  land  rent  in  his  day  consti- 
tuted the  main  revenue  of  the  State.    In  time,  many  land- 
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owners  redeemed  their  land  tax  by  paying  a  lump  sum; 
others  still  pay  the  tax,  which,  though  now  insignificant 
in  amount,  is  a  recognition  of  the  State's  part-ownership 
of  the  land.  In  France  the  State  lands  were  greatly  re- 
duced in  extent  at  the  time  of  the  Revolution.  Prussia 
and  the  other  German  States,  Austria  and  Russia  still 
possess  considerable  amounts  of  State  land  which  is  large- 
ly in  forest.  By  the  practice  of  scientific  forestry,  Prussia 
derives  a  net  revenue  of  $15,000,000  and  Bavaria  of  $10,- 
000,000  per  annum. 

In  the  newer  countries,  the  United  States,  Canada,  and 
Australia,  it  has  been  found  that  the  very  best  way  to 
attract  immigrants  is  to  allow  free  access  to  the  land. 
The  immigrant  coming  into  our  own  North-West,  pays 
only  $10  for  his  quarter-section,  an  amount  which  would 
not  cover  the  cost  of  surveying  it  and  keeping  open  the 
land  offices.  But  it  is  felt  that  the  stimulus  given  to  pro- 
duction and  improvement  in  this  way  offsets  any  advant- 
age which  the  State  might  derive  from  merely  leasing  the 
land  to  the  immigrant  and  charging  him  a  rent  which 
w^ould  increase  with  the  development  of  the  district.  The 
immigrant  who  becomes  an  owner  rather  than  a  renter  is 
more  likely  to  be  a  permanent  and  valuable  citizen,  and 
the  income  derived  from  him  by  the  State  in  the  form  of 
taxes  is  likely  to  be  quite  as  great  as  that  Avhich  would 
have  been  derived  in  the  form  of  rent. 

The  apparent  advantages  of  a  large  state  revenue  de- 
rived from  land  and  the  peculiar  nature  of  the  income — 
the  rent  received  for  the  use  of  it — have  suggested  the  ad- 
visability of  dispossessing  private  owners,  either  with  or 
without  compensation,  and  reverting  to  the  single  or  land 
tax.  But  such  a  project,  if  it  were  carried  out,  would 
result  in  a  widespread  feeling  of  insecurity.  Compensa- 
tion would  be  practically  impossible,  and  confiscation 
without  compensation  would  lead  to  revolution.  (See 
also  Lesson  XI.) 

State  Ownership  of  Forests. 

Adam  Smith  strongly  condemned  state  property  be- 
cause it  was  badly  managed  and  recommended  the  sale 
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of  it  to  meet  extraordinary  expenses  only,  not  ordinary 
expenses,  which  should  be  met  from  current  taxation^ — a 
rule  which  in  Canada  is  more  honoured  in  the  breach 
than  in  the  observance.  Only  in  one  case,  that  of  forests, 
must  we  make  an  exception  to  this  rule.  The  individual 
farmer  does  not  love  the  forest.  He  can  hardly  hope  to 
reap  in  his  own  lifetime  the  benefits  of  creating  it,  and 
has  no  conception  of  the  important  natural  advantages 
which  accrue  to  a  country  that  preserves  its  forests. 
There  is  practically  a  consensus  of  competent  opinion  in 
favour  of  state  action  for  the  purpose  of  increasing  the 
areas  under  trees,  and  directly  administering  these  areas 
by  a  skilled  and  well-organized  staff. 

II.  The  State  as  Capitalist. 

The  business  of  banking  is  in  so  many  ways  connected 
with  the  State,  that  the  public  management  of  banks  ap- 
pears to  have  much  to  recommend  it.  The  ordinary 
"method  has,  however,  been  that  of  granting  concessions  to 
privileged  companies  which  are  bound  to  afford  facilities 
to  the  State  in  return  for  the  advantages  which  they  en- 
joy. England,  France  and  Germany  adopt  this  policy, 
and  the  pure  *' State-bank,"  where  the  capital  of  the 
undertaking  is  supplied  from  the  State  funds,  is  found 
only  in  Russia  and  Sweden.  The  Post  Office  Savings  Bank 
is  another  instance  of  State  action  along  this  line.  The 
chief  reason  for  its  establishment  is  that  it  affords  an 
absolute  security  to  innumerable  persons  of  the  poorer 
classes  who  would  otherwise  be  often  victimized  by  un- 
trustworthy institutions.  The  great  process  by  Avhich 
Irish  land  is  at  the  present  time  being  transferred  from 
the  landlords  to  the  peasants  by  the  use  of  the  State's 
credit,  is  another  instance  of  the  State  acting  as  a  Capi- 
talist. 

The  great  advantage  which  is  derived  from  the  State 's 
action  as  a  capitalist,  is  security;  this  is  s6en  in  the  case 
of  the  Post  Office  Savings  Bank  and  the  Dominion  Gov- 
ernment Annuities.  The  great  disadvantage  is  that  State 
advances  to  individuals  are  likely  to  become  an  object  of 
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political  wire-pulling  and  certain  individuals  or  classes 
may  be  favoured  at  the  expense  of  others.  It  is  for  in- 
stance very  questionable  whether  the  Irish  peasants  will 
ever  be  called  upon  to  repay  to  the  State  all  the  money 
advanced  them  to  pay  off  their  landlords.  Some  govern- 
ment may  find  it  worth  its  while  to  remit  these  payments 
— or  part  of  them — in  return  for  the  political  support 
which  such  action  would  gain  them  in  Ireland.  While  in 
this  particular  case  the  good  accomplished  might  as  a 
matter  of  general  policy  justify  the  expenditure,  this  in- 
stance illustrates  the  danger  of  possible  unfairness  in  the 
action  of  the  State  as  Capitalist.* 

III.  The  State  as  Entrepreneur. 

This  is  a  much  wider  field  of  State  action  than  either 
of  the  preceding.  In  several  States  the  Government  owns 
and  works  a  number  of  mines — for  instance,  Prussia, 
which  in  1902  derived  $43,000,000  revenue  from  this 
source. 

The  modern  State,  however,  has  not  confined  its  activ- 
ity to  extractive  industries.  In  almost  all  countries  it  has 
gone  in  for  manufacturing,  especially  for  the  manufactur- 
ing of  the  articles  needed  to  supply  its  own  military  and 
naval  needs.  This  is  defended  on  the  ground  that  it  is  the 
only  way  of  guaranteeing  the  goodness  of  the  arms  or 
clothing  on  which  depend  the  lives  of  the  soldiers. 

Desirability  of  State  Operation  of  Industries. 

In  fact,  the  whole  question  of  whether  a  State  should 
undertake  industrial  functions  must  be  answered  thus: 
there  is  always  a  presumption  in  favour  of  private  owner- 

*Ono  of  the  beist  examples  of  the  State  deriving  a  revenue 
from  investments  is  the  United  Kingdom's  revenue  from  Suez 
Canal  shares.  These  were  purchased  not  for  financial  but  for 
political  reasons — in  order  to  acquire  control  of  the  shortest  route 
to  India.  Howe\er,  they  have  turned  out  a  splendid  investment, 
and,  besides  paying  excellent  di\ddends,  could  now  be  sold  for  far 
more  than  was  paid  for  them.  The  Dominion's  interest  on  its  in- 
vestments was,  in  the  fiscal  year  1912,  $1,281,000. 
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ship  as  being  more  economical  and  businesslike,  but  this 
general  principle  cannot  be  considered  as  in  itself  conclu- 
sive and  must  be  abandoned  when  it  is  shown  that  the 
interests  of  the  community  will  be  furthered  by  govern- 
mental action. 

In  what  industries  is  it  possible  that  the  interests  of 
the  community  might  be  furthered  by  government  action  ? 
First,  in  the  case  of  those  industries  in  which  there  is  a 
natural  tendency  to  the  creation  of  monopoly ;  second,  in 
those  industries  which  deal  with  communication  and 
transportation. 

Municipal  Operation  of  Public  Utilities. 

The  first  class  of  these  industries,  i.e.,  those  Avhich  are 
likely  to  become  monopolies,  fall  mainly  within  the  do- 
main of  local  rather  than  that  of  central  government. 
Perhaps  the  most  important  of  them  is  the  supply  of 
water,  which  has  of  late  years  tended  to  become  a  muni- 
cipal enterprise  throughout  the  civilized  world.  Only 
three  English  cities  still  have  private  water  companies 
and  only  forty-four  out  of  one  hundred  and  thirty-five 
cities  in  the  United  States.  The  public  ownership  of  light- 
ing plants  is  also  very  general  and  tends  every  year  to 
become  more  popular.  This  is  well  illustrated  by  the 
widespread  adoption  of  the  power  applied  by  the  Hydro- 
Electric  Commission  for  lighting  and  manufactures  in 
the  Province  of  Ontario. 

State  Operation  of  .Post  Office,  Telegraphs  and  Telephones. 

The  second  group  of  industries — those  dealing  with 
communication  and  transportation — includes  the  best 
known  and  most  generally  accepted  of  all  State  employ- 
ments, the  Post  Office.  Even  Adam  Smith  regards  it  as 
an  exception  to  his  rule  of  the  inexpediency  of  State 
action  in  the  field  of  industrial  enterprise,  and  declares 
tkat  it  is-lhe  only  mercantile  project  which  has  been  suc- 
cessfully managed  by  every  form  of  government.  The 
general  principle  which  has  governed  its  operation  is  that 
of  supplying  the  means  of  communication  at  the  lowest 
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possible  rate  to  all  the  citizens  of  the  State.  The  United 
Kingdom,  however,  derives  a  net  revenue  of  $20,000,000 
and  Germany  of  $10,000,000  from  their  post  offices. 

Along  with  the  post  office  'come  the  allied  telegraph 
and  telephone  industries,  which  have  been  much  less  suc- 
cessful under  public  OAvnership.  The  British  telegraph 
rate — twelve  words  for  sixpence  to  any  place  in  the  Brit- 
ish Isles — has  not  proved  sufficient  to  meet  the  cost  of  the 
very  efficient  service,  but  public  opinion  seems  opposed 
to  an  increase  of  the  charge.  The  British  telephone  sys- 
tem, originally  in  private  hands,  has  recently  been  taken 
over  by  the  State  ;  here  neither  private  company  nor  State 
management  have,  so  far  as  can  be  learned,  proved  satis- 
factory. 

State  Operation  of  Railways. 

The  most  important  subject,  under  this  head,  and  that 
which  has  given  rise  to  most  controversy,  is  the  public 
ownership  of  railways.  The  United  Kingdom  and  the 
United  States  have  agreed  to  consider  railways  as  merely 
a  particular  form  of  industry  like  banks,  shipping,  mining, 
dependent  for  their  special  privileges  on  the  direct  act 
of  the  legislative  power.  The  continental  countries  of 
Europe  have,  on  the  other  hand,  recognized  a  much  closer 
connection  between  the  State  and  the  railways.  France 
has  the  reversion  of  her  railways,  most  of  which  will  be- 
come State  property  between  1950  and  1960 ;  Prussia  owns 
and  operates  90%  of  hers,  deriving  a  net  revenue  of  about 
$75,000,000  thereby.  Austria  and  Russia  also  receive  large 
surpluses  from  their  Government  railways.  The  Scandi- 
navian countries  too  have  adopted  State  ownership  of 
railways  with  indifferent  success  from  a  financial  point 
of  view.  The  experiment  in  this  line  which  interests  us 
most  is  the  State  ownership  of  the  railways  in  Australia 
and  New  Zealand.  In  Australia  the  railway  returns  of 
the  various  States  for  the  year  ending  June  30,  1910,  show 
a  surplus  of  receipts  over  working  expenses  of  $30,000,000, 
which  constitutes  a  fair  interest  rate  of  slightly  over  4% 
on  the  cost  of  construction  and  equipment,  $730,000,000. 
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This  would  probably  cover  the  interest  on  the  capital  bor- 
rowed from  Great  Britain  for  building  and  equipping  the 
lines,  and  it  may  reasonably  be  expected,  that  the  growth 
of  population  will  in  future  largely  increase  the  railway 
receipts  in  all  these  colonies  without  proportionally  rais- 
ing the  working  expenses.  The  passenger  rates,  for  such 
a  new  country,  are  exceedingly  low,  averaging  1%  cents 
per  mile.  On  the  Victoria  lines  at  least,  students  are  car- 
ried in  and  out  from  the  Melbourne  University  free.  All 
these  railroads  are  under  the  management  of  expert  com- 
missions. 

On  the  whole,  the  conclusion,  from  a  purely  financial 
point  of  view,  is  against  state  ownership  of  railways,  but 
so  many  considerations  of  development  and  unity  of  man- 
agement and,  most  important  of  all,  of  public  service, 
come  into  the  question,  that  it  is  impossible  to  pronounce 
a  general  verdict  one  way  or  the  other.  One  thing,  how- 
ever, our  experience  with  the  Intercolonial  and  the  ex- 
ample of  Australia  have  taught  us :  If  government  owner- 
ship is  to  be  a  success,  the  details  of  railroad  management 
must  be  left  in  the  hands  of  a  non-partisan  commission  of 
railway  experts. 

Municipal  Street  Cars. 

What  the  railway  system  is  to  the  nation,  the  street 
railway  is  to  the  city  or  town,  and  it  is  quite  in  accord- 
ance with  the  general  trend  of  events  that  there  should  be 
an  attempt  to  municipalize  these  means  of  communication. 
A  large  number  of  British  cities  OAvn  their  street  railways, 
but  in  many  of  these  cases  the  lines  are  leased  to  com- 
panies. In  the  United  States  only  a  small  number  of  cities 
own  their  street  car  lines,  though  the  number  is  growing. 
In  Canada,  many  of  our  smaller  cities,  such  as  Guelph 
and  St.  Thomas,  own  their  street  cars,  but  the  experiment 
is  too  recent  to  warrant  any  very  definite  conclusions. 

Note. — The  student  must  bear  in  mind  that  public  own- 
ership tends  to  swell  the  revenues,  the  expenditure  and  the 
debt  of  the  state.    Therefore,  in  comparing  the  finances  of 
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countries  which  own  their  public  services  and  those  which 
do  not  own  them,  we  must  always  make  the  necessary  de- 
ductions from  the  accounts  of  the  former,  as,  for  example, 
in  a  comparison  of  Australia  and  Canada.  The  debt  of 
Australia  is  over  $1,000,000,000,  and  ours  in  1912  was  only 
$340,000,000,  but  Australia's  railways  are  probably  worth 
the  difference. 


EXAMINATION    QUESTIONS 
ECONOMICS. 

LESSON  XIX. 

1.  What  was  Adam  Smith's  idea  of  the  proper  functions 
of  Government?  How  far  do  we  differ  from  him  and 
why? 

2.  What  are  the  chief  differences. between  state  and  in- 
dividual finance?    Discuss. 

3.  What  is  the  justification  for  taxing  the  citizens  to  pro- 
vide defence  ?  Outline  the  present  position  of  Canada 
with  regard  to  this  question. 

4.  What  have  been  the  principal  ideas  as  to  who  should 
pav  for  the  administration  of  justice?  What  is  your 
idea? 

5.  What  is  meant  by  administrative  supervision?  How 
do  you  account  for  its  growth  in  the  past  generation? 

6.  What  are  the  arguments  for  and  against  state  expendi- 
ture on  charity  ?    On  education  ? 


What  are  the  main  functions  of  the  Dominion,  Provin- 
cial and  Municipal  Governments?  Can  you  draw  a 
clear  line  between  them  ? 
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8.  What  are  the  three  classes  of  Economic  Revenue? 
How  do  they  arise  ? 

9.  What  do  you  think  of  state  ownership  of  land?  Where 
is  it  most  approved,  and  why? 

10.  Write  a  note  on  ''The  State  as  Capitalist."  Ought  the 
Western  Provinces  to  borrow  money  in  order  to  make 
loans  to  farmers  at  a  cheaper  rate  than  the  farmers 
would  otherwise  have  to  pay  ? 

11.  Why  are  all  nations  operating  the  post  office  as  a  gov- 
ernment department? 

12.  How  far  are  the  arguments  applied  to  the  post  of- 
fice applicable  to  government  operation  of  railways 
and  municipal  operation  of  street  railways  ? 
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LESSON  XX. 

Public  Finance — Part  II. 

N  the  last  lesson  we  discussed  economic  revenues 
— those  derived  .from,  the  action  of  the  State  as 
landlord,  capitalist  or  entrepreneur.  These 
economic  revenues,  however,  constitute  but  a 
mere  fraction  of  the*  total  revenue  of  most 
countries.  Furthermore,  they  are  generally 
derived  from  some  service  performed  by  the 
State  for  the  citizens  and  so  imply  an  expenditure  which 
is  usually  almost  as  great  as  the  revenue.  Indeed,  in  most 
countries  there  is  a  strong  prejudice  against  the  State 
exacting  from  a  public  service  more  than  is  sufficient  to 
meet  the  cost  of  it.  If  any  of  our  public  services  had  a 
surplus,  we  should  probably  agitate  for  a  lo^vering  of 
rates ;  then  the  State  would  cease  to  derive  any  net  money 
advantage  from  running  such  services.  No  matter  what 
are  the  gross  receipts,  the  treasury  will  not  benefit  if  there 
are  equally  large  expenditures.  Hence  the  net  economic 
revenue  is  usually  small — in  the  United  Kingdom  only 
6%  of  the  total  revenue. 

Bulk  of  Revenue  Raised  By  Taxes. 

In  almost  all  countries,  then,  the  bulk  of  the  revenue 
must  be  raised  by  the  imposition  of  taxes.  What  is  a 
tax?  Bastable  defines  it  as  ''A  compulsory  contribution 
of  the  wealth  of  a  person  or  body  of  persons  for  the  ser- 
vice of  the  public  powers. "  It  is  ' '  compulsory, ' '  not  be- 
cause it  is  necessarily  paid  unwillingly,  but  because  the 
will  of  the  payer  is  legally  immaterial.  It  is  a  ''contri- 
bution" because  it  involves  a  sacrifice,  a  deduction  from 
the  wealth  of  the  taxpayer.  It  is  levied  for  ''the  public 
powers,"  i.e.,  either  central  or  local  government,  for  the 
smallest  village  as  for  the  Dominion  or  the  Empire. 
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Taxes  Direct  or  Indirect. 

Taxes  are  generally  classified  as  being  either  direct  or 
indirect.  A  direct  tax,  as  ordinarily  defined,  is  one  which 
is  levied  upon  the  person  who  is  expected  to  bear  the  bur- 
den of  it  himself;  an  indirect  tax  is  one  whose  burden  is 
intended  to  be  shifted  upon  someone  else  than  the  person 
who  actually  pays  it.  An  income  tax  is  generally  of  the 
former  class.  The  man  against  whom  it  is  charged  is  ex- 
pected to  pay  it  at  his  own  loss.  A  customs  duty  belongs 
to  the  latter  class.  The  importer  pays  it  to  the  govern- 
ment ;  but  it  is  expected  that  he  will  charge  the  greater 
part  if  not  the  whole  of  it  to  the  man  who  buys  the  article, 
so  that  the  tax  will  ultimately  be  paid  by  the  consumer 
instead  of  the  importer. 

Taxes  Are  a  Burden  on  the  Taxpayer. 

As  we  have  already  seen,  taxation,  whether  direct  or 
indirect,  implies  a  deduction  of  wealth  from  the  indivi- 
dual and  is  therefore  an  evil.  It  may  be  necessary  and 
advisable,  but  after  all  it  is  only  a  necessary  and  advis- 
able evil  to  avoid  greater  evils.  Those  who  say  that  gov- 
ernment expenditure  is  in  itself  a  good  thing  because  it 
gives  employment  and  benefits  the  labourers,  forget  that 
if  the  money  expended  had  been  left  in  the  pockets  of  the 
taxpayers,  it  would  probably  have  given  employment  to 
even  more  labourers,  because  a  certain  amount  of  it  has 
gone  into  the  hands  of  the  Government  and  must  be  de- 
ducted for  expenses  of  collection,  which  in  most  coun- 
tries is  no  inconsiderable  item.  For  example,  in  the  fiscal 
year  1912  it  cost  us  about  $3,200,000  to  collect  a  tax 
revenue  of  $106,847,000.  It  is  one  of  the  most  generally 
recognized  maxims  of  finance  that  ''Every  tax  ought  to 
be  so  contrived  as  to  take  out  and  keep  out  of  the  pockets 
of  the  people  as  little  as  possible  over  and  above  what  it 
brings  into  the  public  treasury  of  the  State." 

The  cost  of  collection  should,  therefore,  be  as  small  as 
possible;  taxation  should  also  be  so  arranged  as  to  cause 
the  least  possible   obstruction   of  industry.     The  latter 
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point  may  be  illustrated  by  reference  to  a  seventeenth 
century  Spanish  tax  of  10%  on  the  price  of  an  article 
every  time  it  was  sold.  If  an  article  were  sold  by  a  manu- 
facturer for  $12.00,  the  seller  would  have  to  pay  a  tax  of 
$1.20.  Suppose  that  the  article  Avere  again  sold  by  the 
wholesaler  at  say  $15.00,  $1.50  more  would  be  given  to 
the  State.  If  the  article  were  sold  a  third  time  by  the  re- 
tailer, say  at  $20.00,  another  tax  of  $2.00  would  be  levied — 
a  total  tax  of  $4.70  or  nearly  40  per  cent,  of  the  manufac- 
turer's price.  It  is  evident  that  such  a  tax  would  have  a 
very  disastrous  effect  on  trade,  and  it  doubtless  contri- 
buted in  a  considerable  degree  to  the  economic  ruin  of 
Spain.  If  we  laid  a  heavy  duty  on  the  Pennsylvania  coal 
which  comes  in  to  supply  our  manufacturers  with  power, 
we  should  be  doing  something  of  the  same  kind. 

Who  Should  Pay  Taxes? 

Who  should  pay  taxes,  and  how  much  should  each  man 
pay?  This  is  the  next  question  which  we  have  to  con- 
sider— a  question  which  is  very  hard  to  settle.  Extreme 
individualists  say  that  taxation  is  the  price  of  State  ser- 
vices, and  that  each  citizen  should  pay  according  to  the 
benefit  Avhich  he  receives.  But  does  not  the  poor  man 
receive  as  much  benefit,  as  much  protection,  from  the 
State  as  the  rich  man?  Apparently,  then,  he  should  pay 
as  much  for  it,  just  as  the  poor  members  of  a  club  have  to 
pay  the  same  fees  as  the  rich.  But  such  a  thing  is  impos- 
sible. If  we  divided  up  the  Dominion  Government 's  taxes 
equally,  each  family  would  pay  about  $70  a  year.  This 
would  be  perhaps  20%  of  the  agricultural  labourer's 
whole  income,  while  it  would  be  a  mere  trifle  to  a  million- 
aire. Clearly,  then,  this  theory  is  politically  impossible 
and  extremely  unjust. 

Proportional  Taxation. 

A  much  more  popular  theory  of  taxation  was  advanced 
by  Adam  Smith  and  John  Stuart  Mill:  ''Equality  of  tax- 
ation as  a  maxim  of  politics  means  equality  of  sacrifice." 
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That  is,  according  to  Mill's  interpretation  of  this  theory, 
a  man  should  pay  taxes  in  proportion  to  his  annual  in- 
come. For  example,  the  net  revenue  of  the  Dommion  is 
about  5%  of  the  annual  income  of  its  people.  Each  citizen 
would,  under  Mill's  system,  pay  5%  of  his  income  into  the 
National  Treasury.  Thus,  a  man  with  an  income  of  $500 
a  year  would  pay  $25  in  taxes,  while  a  man  with  $50,000 
a  year  would  pay  $2,500  in  taxes.  It  is  assumed  that  the 
loss  of  $25  means  approximately  the  same  sacrifice  to  the 
man  with  $500  as  the  $2,500  means  to  the  man  with  $50,- 
000.  But  this  is  quite  a  mistaken  idea.  To  the  man  with 
a  family  and  an  income  of  $500  a  year,  the  loss  of  $25  may 
mean  the  doing  without  necessary  food  or  education.  To 
the  man  with  $50,000  a  year,  the  loss  of  $2,500  may  mean 
doing  without  a  steam  yacht. 

In  most  countries,  therefore,  it  has  been  decided  to 
exempt  from  taxation  an  income  which  is  barely  sufficient 
to  afford  subsistence.  In  Britain,  for  instance,  incomes 
under  $800  are  exempt  from  income  tax,  though  such  in- 
comes bear  some  indirect  taxation  on  liquors,  tobacco,  tea, 
coffee,  etc.  In  Prussia  a  poorer  country,  incomes  under 
$225  are  exempt  from  income  tax.  Among  ourselves,  also, 
incomes  of  less  than  certain  specified  amounts  are  exempt 
from  the  municipal  income  tax..  The  exemption  is  higher 
($1,000  in  Toronto  as  against  $600)  for  married  men  than 
for  single,  on  the  assumption  that  it  necessarily  costs  the 
married  man  more  to  live.  It  seems,  then,  to  be  prac- 
tically universally  accepted  that  it  is  a  mistake  to  impose 
taxation  which  cuts  into  the  necessary  income  required  by 
the  citizen  to  live  on  a  decent  scale  and  to  bring  up  his 
family.  By  reducing  the  industrial  efficiency  of  such  a 
citizen  and  his  children,  the  State  loses  more  than  it  can 
gain  by  taxing  him. 

Progressive  Taxation. 

A  much  more  doubtful  theory  is  that  of  progressive 
taxation,  which  is  supported  on  the  ground  that  equality 
of  sacrifice  is  not  attained  by  proportional  taxation,  but 
that  the  richer  a  man  is,  the  less  he  will  feel  the  deduc- 
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tion  of  a  certain  percentage  from  his  income.  Therefore, 
in  order  that  he  may  undergo  an  equal  sacrifice  with  the 
poorer  man,  we  must  take  from  his  income  a  larger  per- 
centage. Progressive  taxation,  therefore,  includes  any 
system  in  which  the  rate  of  taxation  becomes  higher  or 
progresses  as  income  increases.  It  is  claimed,  for  in- 
stance, that  even  20%  would  not  be  too  much  for  the 
nation  to  take  from  a  man  with  an  income  of  $50,000  a 
year.  He  would  pay  $10,000  in  taxes  instead  of  $2,500, 
and  various  poorer  families  would  be  relieved  $7,500, 
which  they  now  have  to  pay,  the  loss  of  which  costs  them 
much  more  sacrifice  than  it  would  cost  the  millionaire. 

United  States  Income  Tax  Progressive. 

Many  economists  such  as  Seligman,  Devas,  and  Nichol- 
son, say  that  there  is  no  objection  to  moderately  progres- 
sive taxation.  A  good  example  of  such  taxation  is  the 
Federal  Income  Tax  of  the  United  States,  which  became 
law  in  1913.  Under  this  Act,  married  persons  with  over 
$4,000  and  single  persons  with  over  $3,000  a  year  are  sub- 
ject to  tax  on  so  much  of  their  income  as  exceeds  these 
amounts.  The  measure  is  complicated,  but  two  or  three 
specific  instances  will  serve  as  illustrations :    , 

A  married  man  with  $10,000  a  year  pays  $60  or  3/5  %> 
of  his  income. 

A  married  man  with  $100,000  a  year  pays  $2,510  or 
2|%  of  his  income. 

A  married  man  with  $250,000  a  year  pays  $10,010  or 
4%  of  his  income. 

A  married  man  with  $1,000,000  a  year  pays  $60,010  or 
6%  of  his  income. 

In  these  democratic  days,  this  principle  is  becoming 
increasingly  popular,  but  it  is  entirely  arbitrary  and 
therefore  very  dangerous.  There  can  be  no  fixed  limit  to 
progressive  taxation  if  the  principle  is  once  adopted. 
There  is  no  assignable  reason  why  a  man  worth  $100,000  a 
year  might  not  be  taxed  99%  of  his  income.  The  admis- 
sion of  the  principle  leaves  the  way  open  for  such  taxation 
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of  the  rich  as  would  amount  to  confiscation.  Such  a  tax 
would  often  be  impossible  of  collection  on  account  of  the 
difficulty  of  knowing  what  a  wealthy  person's  income 
really  is.  It  would  also  discourage  the  accumulation  of 
wealth  and  thus  injure  the  State  as  a  whole. 

Progressive  taxation,  unless  collected  at  ruinous  rates, 
would  not  bring  enormous  sums  into  the  treasury,  because 
very  large  incomes  in  any  country  are  comparatively  few 
and  do  not  constitute  a  very  large  proportion  of  the  total 
national  income. 

Earned  and  Unearned  Incomes. 

Another  important  question  which  was  much  discussed 
in  England  some  years  ago  is  ''Shall  a  man  who  earns 
$1,500  a  year  by  his  personal  labour  be  taxed  at  the  same 
rate  as  a  man  who  receives  that  amount  as  an  income  from 
property — unearned  income?"  The  English  for  a  long 
time  answered  this  question  in  the  affirmative,  though 
John  Stuart  Mill  as  early  as  1852  expressed  himself  as 
convinced  of  the  injustice  of  taxing,  equally  heavily,  earn- 
ed and  unearned  incomes.  The  man  who  is  living  on  his 
earnings,  Mill  claimed,  has  to  save  money  or  insure  his  life 
to  provide  for  his  wife  and  family  or  for  his  own  old  age. 
The  man  who  gets  his  $1,500  a  year  from  property  may 
spend  his  whole  income,  in  the  knowledge  that  his  pro- 
perty will  provide  for  his  wife  and  children  after  he  is 
dead.  This  plea  led  Parliament  to  remit  the  tax  on  all 
moneys  paid  as  life  insurance  premiums  up  to  1/6  of  a 
man's  income — $250  out  of  a  $1,500  income.  This  system 
lasted  for  over  fifty  years ;  in  1907  it  was  succeeded  by  an 
arrangement  more  favourable  to  the  earned  income. 
Where  the  total  earned  income  is  not  over  $10,000,  it  is 
taxed  at  only  3/4  the  rate  of  unearned  income — a  measure 
whose  justice  is  undeniable,  inasmuch  as  the  average  man 
who  is  entirely  dependent  on  what  he  earns,  will  need  to 
save  at  least  a  quarter  of  it  for  old  age  or  for  his  family.. 
Conclusion  Regarding  System  of  Taxation. 

On  the  whole,  then,  economists  have  come  to  the  con- 
clusion that  proportional  or  slightly  progressive  taxation, 
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exempting-  the  necessary  living  income  and  making  a  fair 
allowance  for  the  necessary  savings  in  the  case  of  an 
earned  income,  is  the  best  way  of  distributing  the  income 
tax.  The  same  general  principle  applies  to  the  sum  total 
of  taxation. 

Division  of  Taxes  Between  Central  and  Local 
Governments. 

Especially  in  a  federal  country  like  our  own  we  have 
the  question  of  how  the  proceeds  of  taxation  should  be 
divided  between  central  and  local  governments — between 
federal  and  provincial  and  between  provincial  and  muni- 
cipal governments.  In  all  federations,  as  a  matter  of 
practice,  indirect  taxation  has  been  allotted  to  the  na- 
tional or  federal,  and  direct  taxation  to  the  provincial  (or 
state)  and  municipal  governments. 

Indirect  taxation,  consisting  mainly  of  customs  and  ex- 
cise duties,  naturally  goes  to  the  federal  government, 
which  is  necessarily  in  charge  of  the  tariff  policy  of  the 
country,  which  must  be  uniform  throughout  the  whole 
area.  Direct  taxation,  including  income  and  property 
taxes  (some  would  also  include  succession  duties  under 
this  head)  must,  therefore,  be  left  as  a  source  of  revenue 
for  provincial  and  mvinicipal  governments.* 

What  Particular  Taxes  Are  to  Be  Levied? 

We  have  now  decided  approximately  how  much  we 
should  levy  and  from  whom  we  should  levy  it.  The  next 
question  is,  what  is  to  be  our  general  system  of  taxation? 
What  taxes  are  we  to  use?  One  income  tax?  A  few 
taxes  or  many  taxes?  The  first  is  too  easily  evaded  and 
too  apt  to  arouse  what  has  been  called  /'the  ignorant 
impatience  of  taxation."  However,  it  is  a  good  tax  to 
use  in  part,  and  it  usually  costs  little  to  collect.  Then  it 
should  be  supplemented  by  moderate,  indirect  taxation — 
taxation  directed  as  much  as  possible  against  spirits, 
tobacco  and  other  luxuries  which  no  one  actually  needs 


*See  British  North  America  Act,  Sections  91   and  92. 
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to  consume.  If  a  citizen  pays  taxes  by  consuming  these 
articles,  he  has  only  himself  to  blame.  Indirect  taxes  are 
disguised  and  do  not  irritate  the  contributor;  they  are 
productive  and  in  times  of  prosperity  the  amount  raised 
increases  rapidly,  and  thus  provides  for  the  increased 
needs  of  the  State.  On  the  other  hand,  the  rule  of  equality 
of  taxation  is  frequently  violated.  The  rich  man  in  Eng- 
land who  does  not  drink  or  smoke  pays  very  little  in  in- 
direct taxes.  Indirect  taxes  may  possibly  give  stationary 
or  even  diminished  receipts  in  hard  times.  Reliance  on  in- 
direct taxation  alone  will  sooner  or  later  cause  financial 
embarrassment.* 

For  example,  take  the  United  States  or  Canada.  In 
good  years  we  have  huge  surpluses,  Avhich  lead  us  to  spend 
recklessly,  as  in  the  case  of  the  enormous  American  ex- 
penditure for  pensions.  In  bad  years  we  have  large 
deficits.  If  we  raised  half  our  revenue  as  the  United 
Kingdom  does  by  direct  taxation,  we  could  put  another 
cent  on  the  income  tax  in  bad  times  and  take  it  off  in 
good  times. 

Hence  the  principle  of  levying  about  equal  direct  and 
indirect  taxation,  which  has  been  adopted  in  the  United 
Kingdom,  is  on  the  whole  more  scientific  and  economical 
than  our  own  system  of  duties.  We  must  remember,  how- 
ever, that  our  tariff  and  the  American  tariff,  unlike  the 
simple  English  tariff,  were  not  adopted  for  purely  finan- 
cial but  rather  for  protective  purposes.  They  served  a 
special  function  for  new  countries. 

*The  question  of  indirect  taxation  is  extremely  complicated. 
Such  taxation  is,  when  protective,  I'kely  to  be  either  consciously 
or  unconsciously  unjust,  and  the  government  levying  it  is  usually 
open  to  the  accusation  of  legislating  in  favour  of  a  special  class 
or  a  certain  locality.  The  Southern  States,  for  instance,  used  to 
claim  that  the  protective  tariff  of  the  United  States  worked  to 
benefit  the  Northern  manufacturing  States,  and  to  impoverish 
the  Southern  agricultural  communities.  Our  own  Western  prov- 
inces are  at  the  present  time  raising  the  very  same  cry  against 
the  East.  No  doubt,  manufactures  will  eventually  develop  there 
as  they  have  developed  in  the  Southern  States,  and  then  the  cry 
will  cease. 
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Conditions  of  a  Good  Tax. 

Four  main  conditions  of  a  good  tax  have  been  laid 
down  by  Adam  Smith,  the  essence  of  which  may  be  stated 
in  four  words:  Equality,  certainty,  convenience  and 
economy. 

Equality — in  proportion  to  the  individual's  ability  to 
pay. 

Certainty — amount,  time  and  manner  of  payment 
ought  to  be  made  clear  to  everyone. 

Convenience — tax  ought  to  be  paid  at  the  time  when 
it  is  most  convenient  to  the  taxpayer  to  pay  it. 

Economy — costs  of  collection  should  be  as  small  as 
possible. 

Some  modern  writers  have  declared  that  these  condi- 
tions are  mere  truisms,  but  in  the  system  of  finance  of 
Adam  Smith's  time  they  were  certainly  not  truisms.  The 
English  system  of  taxation  in  those  days  was  very  bad, 
taking  far  too  much  from  the  poorer  classes.  The  French 
system  was  execrable  and  played  no  small  part  in  bring- 
ing about  the  great  French  Revolution. 

In  laying  down  these  rules,  however,  Adam  Smith 
looked  at  the  question  purely  from  the  taxpayer's  point 
of  view,  as  was  natural  to  his  individualistic  mind.  It  is 
quite  possible  to  imagine  a  system  of  taxation  which 
should  conform  to  all  his  canons  and  still  be  quite  inade- 
quate to  the  service  of  the  State.  Modern  writers,  there- 
fore, have  added  two  other  canons  to  his  four :  produc- 
tivity and  elasticity.  Productivity  implies  that  no  tax 
should  be  imposed  which  does  not  bring  a  substantial 
amount  into  the  public  treasury;  elasticity,  that  the  sys- 
tem should  be  so  flexible  that  it  will  be  possible  to  pro- 
vide for  the  needs  of  the  country  in  hard  times  and  to  dis- 
pense with  unnecessary  taxes  in  prosperity.  This  require- 
ment is  met  in  the  English  tax  system  by  the  flexibility  of 
the  income  tax. 

No  Flexible  Tax  in  Canada. 

In  Canada  and  the  United  States  there  is  no  flexible 
tax  corresponding  to  the  British  income  tax;  the  amount 
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raised  by  customs  and  excise  duties  in  a  given  year  is 
determined,  not  by  the  necessities  of  the  Government,  but 
by  the  state  of  trade.  If  trade  is  poor  the  return  from 
these  taxes  declines,  although  the  expenses  of  govern- 
ment may  have  increased.  Our  revenue  is  thus  at  times 
much  less  than  our  expenditure,  while  at  other  times  it 
may  be  in  excess.  Of  course,  the  tariff  may  be  raised  or 
lowered,  but  this  is  rarely  done  on  fiscal  grounds  alone, 
and,  even  if  done,  may  not  produce  the  desired  result. 

Succession  Duties. 

In  our  Provinces,  one  of  the  principal  sources  of  in- 
come is  the  succession  duties,  which  were  adopted  as  a 
revenue-raising  device  some  years  ago.  It  is  claimed  that 
they  put  an  unjustly  heavy  burden  upon  the  wealthy  and 
that  by  reason  of  a  series  of  deaths  they  may  be  levied 
upon  one  property  four  or  five  times  in  a  generation, 
while  they  are  levied  only  once  on  another  similar  pro- 
perty. However,  as  we  have  no  income  tax,  other  than 
the  municipal  income  tax,  succession  duties  tend  to  pre- 
vent our  system  of  indirect  taxation  from  unduly  favour- 
ing the  rich,  and  they  have  the  great  advantage  of  taking 
taxes  from  no  one  in  particular.  The  heirs  to  an  estate, 
who  are  receiving  a  large  amount,  are  not  very  likely  to 
grumble  at  paying  a  small  percentage  into  the  treasury. 
They  must  remember  that  it  is  the  State  Avhichguarantees 
their  succession,  and  that  the  State  may  reasonably  charge 
a  fee  for  so  doing.  There  have,  of  course,  been  many 
more  or  less  successful  attempts  to  evade  the  death  duties 
by  conveying  property  to  one's  heirs  in  one's  lifetime. 
These,  however,  are  likely  to  become  less  frequent  as  the 
principle  of  succession  duties  becomes  more  generally  ac- 
cepted among  us,  and  the  loopholes  in  the  law  are  gradu- 
ally stopped  up  by  amendments. 

Municipal  Taxes. 

The  kind  of  taxation  which  weighs  most  heavily  upon 
the  average  Canadian  and  which  also  secures  to  him  the 
greatest  benefits  is  municipal  taxation.     This  is  usually 
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direct  taxation  levied  upon  tlie  persons  who  are  intended 
to  bear  it  and  who  derive  the  most  profit  from  it. 

The  Real  Property  Tax. 

The  chief  source  of  municipal  tax  revenue  (as  dis- 
tinguished from  municipal  economic  revenue)  throughout 
the  Dominion  is  the  tax  upon  real  estate — land,  houses, 
etc.  In  some  Western  cities  improvements  are  taxed  not 
at  all  or  at  a  lower  rate  than  land  values.  Thus  in  British 
Columbia,  under  the  Municipal  Clauses  Act  of  1906,  im- 
provements may  not  be  assessed  at  more  than  50%  of 
their  actual  value.  They  may  even  be  exempted  from  tax- 
ation altogether;  in  Vancouver  since  1910  improvements 
have  been  exempted  from  taxation.  So  too  in  Alberta. 
Edmonton  has  not  taxed  improvements  at  all  since  1904 
and  Calgary  decided  in  1912  to  reduce  the  assessment  on 
buildings  to  25%  of  their  actual  value.  The  system  of 
exemption  of  improvements  has  proved  successful  enough 
during  a  period  of  great  growth  and  prosperity ;  whether 
it  will  be  possible  for  the  Western  cities  to  pass  through  a 
period  of  depression  and  shrinking  land  values  without 
reverting  to  the  taxation  of  improvements,  is  still  in 
doubt. 

In  Ontario  and  other  Eastern  provinces  there  is  no 
such  exemption  of  improvements,  although  the  Liberals 
in  the  Ontario  Legislature  have  put  themselves  on  record 
as  in  favour  of  allowing  municipalities  to  decide  as  to 
whether  they  will  exempt  improvements  or  not — local  op- 
tion in  taxation.  In  all  the  Eastern  provinces,  real  pro- 
perty is  understood  to  be  assessed  at  its  actual  cash  value. 
The  total  value  of  property  in  the  rural  municipality, 
town,  or  city,  is  thus  arrived  at,  and  as  the  amount  re- 
quired for  the  current  expenses  of  the  public  service  is 
approximately  known,  it  is  possible  to  estimate  how  many 
mills  on  the  dollar  of  assessed  property  will  raise  the  re- 
quired sum.  Taxation  in  most  Canadian  cities  averages 
about  twenty  mills  or  two  cents  on  the  dollar  of  assessed 
property. 
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If  we  consider  the  real  estate  tax  from  the  point  of 
view  of  our  canons  of  taxation,  we  shall  see  that  it  has 
the  merit  of  elasticity,  since  the  rate  can  be  varied  to 
meet  the  varying  requirements  of  the  municipal  revenue ; 
it  is  fairly  conomical  in  cost  of  collection  and  reasonably 
certain  and  convenient  in  the  manner  of  collection.  In 
agricultural  districts,  villages  and  small  towns  it  may  be 
fairly  equal — that  is,  the  amount  that  a  person  pays  may 
be  approximately  proportionate  to  his  income,  since  in 
such  localities  almost  the  entire  income  of  the  people  is 
derived  from  their  real  estate  and  is  usuallj^  proportion- 
ate to  the  amount  of  real  estate  which  they  hold. 

Defects  of  the  Real  Property  Tax. 

The  tax  on  real  estate  alone,  however,  ceases  to  have 
the  advantage  of  equality  when  it  is  applied  to  a  modern 
city  where  a  large  part  of  the  income  of  the  citizens  comes 
from  stocks  and  bonds  about  which  the  municipal  assessor 
knows  nothing  whatever.  The  incomes  of  citizens,  not 
being  necessarily  drawn  from  houses  and  lands,  may  be 
very  disproportionate  to  their  assessment,  and  the  amount 
of  taxes  which  they  pay  will,  therefore,  not  be  in  propor- 
tion to  their  incomes.  For  it  must  be  understood  that  even 
the  property  tax  is  in  the  long  run  levied  upon  income. 
Indeed,  this  is  the  case  Avith  all  taxes,  with  the  possible 
exception  of  the  succession  duties,  which  cause  a  diminu- 
tion in  accumulated  possessions  rather  than  in  income. 

The  real  property  tax  is  also  unequal  in  levying  a 
lower  percentage  upon  the  rich  man  than  upon  the  poor. 
This  is  because  the  assessment  is  based  on  the  selling 
value  rather  than  on  the  cost  of  a  property.  While  a 
poor  man's  house  is  easily  saleable  and  has  no  expensive 
idiosyncrasies  about  it,  a  rich  man's  house  is  often  built 
in  such  a  way  that  no  one  could  be  found  to  buy  it  at 
anything  like  its  cost.  This  leads  to  an  assessment  far 
below  the  cost,  although  the  cost  itself  probably  does  not 
bear  a  higher  proportion  to  the  rich  man's  income  than  the 
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cost  of  the  poor  man's  house  bears  to  his.    The  property 
tax  is,  therefore,  defective. 

Municipal  Income  Tax. 

In  order  to  make  up  for  the  defects  of  the  property 
tax,  we  have  the  municipal  income  tax  at  so  many  mills 
on  the  dollar  of  income  with  an  exemption  of  smaller  in- 
comes. This  tax  is  levied  at  the  same  rate  as  the  tax  on 
real  estate,  and  thus  usually  amounts  to  something  like 
two  per  cent,  of  income  after  the  exemption  has  been  de- 
ducted. In  Toronto  the  exempted  income  is  $600  for 
single  men,  $1,000  for  married  men,  and  $1,500  for  rate- 
paying  householders. 

The  tax  looks  fair  enough.  The  difficulty  with  it,  how- 
ever, is  great,  arising  from  the  simple  facts  that  the  aver- 
age man  cannot  be  trusted  to  make  an  honest  declaration 
of  his  income  and  that  the  government  of  so  small  an 
area  as  a  municipality  has  not  power  sufficient  to  do 
what  the  British  Government  does,  stop  the  income  tax 
at  the  source  of  the  income.  This  means  that  when  a 
man  owns  a  stock  or  bond  in  England,  the  corporation 
when  paying  him  his  profits  or  his  interest,  deducts  the 
percentage  of  his  income  due  in  income  tax  and  pays  it  to 
the  Government.  So  too,  an  employer  paying  a  salary 
over  the  exempted  amount,  deducts  the  income  tax  from 
the  salary  and  pays  it  to  the  Government.  Three  quarters 
of  the  British  income  tax  can  thus  be  collected  without 
possibility  of  evasion.  The  rest  is  collected  on  declara- 
tions. But  no  mere  municipality  has  power  enough  to 
force  corporations  to  do  this,  so  evasion  is  much  more 
likely  to  occur  in  Canada  than  in  England. 

It  is  possible,  under  our  system,  for  the  municipality  to 
find  out  how  much  income  a  salaried  man  is  receiving,  but 
it  is  quite  impossible  to  know  what  is  the  income  of  a 
doctor  or  a  lawyer  or  what  is  the  outcome  derived  by  an 
individual  from  stocks  and  bonds.  Thus  the  municipal 
income  tax,  while  quite  fair  in  theory,  does  in  fact  dis- 
criminate against  the  man  who  is  receiving  a  fixed  salary, 
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and  it  is,  therefore,  far  from  being  a  perfect  tax.  Con- 
ceivably it  might  be  collected  at  the  source  by  Federal  or 
Provincial  Governments  and  turned  over  to  the  munici- 
palities. But  there  would  be  great  difficulties  in  arrang- 
ing for  the  fair  distribution  of  such  revenue.  The  central 
government  might  well  appropriate  the  tax  and  in  return 
take  over  certain  work  now  done  by  municipalities.* 

Public  Debts. 

Under  normal  conditions,  as  we  have  already  stated, 
our  ordinary  budget  ought  to  show  neither  a  surplus  nor 
a  deficit.  A  surplus  shows  that  more  is  being  taken  out 
of  the  people's  pockets  than  is  required  for  the  public  ser- 
vice ;  a  deficit,  that  too  little  is  being  received  by  the  State 
to  meet  its  necessary  expenses.  But  as  there  are  always 
some  supplementary  and  unforeseen  expenditures,  it  is 
usually  the  custom  to  prepare  the  estimates  and  impose  or 
remit  taxation  so  as  to  secure  a  moderate  surplus. 

The  War  Reserve. 

In  war  time,  however,  we  have  noticed  that  it  becomes 
quite  impossible  to  meet  the  State's  expenses  by  taxation 
within  the  year.  Therefore,  the  State  must  either  have 
money  saved  up  for  war  purposes,  or  it  must  be  able  to 
borrow  easily  the  money  it  needs.  Russia  and  Germany 
have  adopted  the  system  of  hoarding  up  treasure  for  an 
emergency;  the  latter  country  has  $160,000,000  imme- 
diately available  in  bullion. 

Government  Loans. 

Such  a  method  of  procedure,  however,  indicates  that 
the  country's  credit  is  poor,  and  is  moreover  economically 
wasteful,  as  the  country  loses  the  interest  which  this 
money  might  earn  if  invested.     Other  civilized  nations 

*There  are,  of  course,  many  other  taxes  of  various  kinds — too 
many  to  be  dealt  with  here.  I  have  endeavoured  to  deal  with 
only  the  most  important  taxes,  which  are  the  centres  of  present- 
day   controversy. 
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have  preferred  to  borrow  money  for  war  on  the  State's 
promise  to  pay.  Hence  it  is  extremely  important  to  all 
these  States  that  their  credit  should  be  good,  in  order 
that  they  may  be  able  to  raise  money  readily  in  an  emer- 
gency. The  State  which  once  breaks  faith  with  its  credi- 
tors will  have  great  difficulty  in  raising  any  money  there- 
after, and  may  well  be  crushed  by  its  enemies  on  account 
of  its  inability  to  raise  funds.  This  consideration  makes 
all  civilized  governments  anxious  to  keep  faith  with  their 
creditors,  although,  of  course,  there  is  no  court  which  can 
compel  them  to  do  so. 

The  British  National  Debt  Due  to  Wars. 

In  all  old  countries  the  debts  are  primarily  due  to  wars. 
The  growth  of  the  British  National  debt  will  illustrate  this 
fact.  In  1689  it  Avas  only  £1,000,000.  By  the  end  of  King 
William  Ill's  reign  it  had  grown  to  £16,000,000  and  at  the 
close  of  the  war  of  the  Spanish  Succession,  it  reached 
£53,000,000.  At  the  Treaty  of  Aix-la-Chapelle  in  1748  it 
was  £78,000,000  and  the  Seven  Years'  War  increased  it  to 
£136,000,000.  Another  £100,000,000  was  added  by  the 
American  Revolutionary  War,  and  the  Twenty  Years' 
War  with  the  French  brought  up  the  English  debt  to 
£900,000,000  which  was  reduced  to  £800,000,000  in  1854. 
The  Crimean  War  added  £36,000,000,  but  by  1899  the  debt 
had  decreased  to  £628,000,000.  In  1903,  however,  as  a 
consequence  of  the  South  African  War,  the  debt  had  risen 
to  £770,000,000,  reduced  to  £675,000,000  in  1912. 

France's  debt  is  the  largest  in  the  world — about 
$6,500,000,000 — involving  an  annual  interest  charge  of 
$250,000,000.  The  Franco-Prussian  war  contributed  $2,- 
000,000,000  to  this  amount,  and  the  immense  fortifications 
erected  by  the  French  on  their  eastern  frontier  have  cost 
at  least  $1,000,000,000  more. 

The  American  debt,  which  stood  at  $2,765,000,000  at 
the  close  of  the  Civil  War,  Avas  in  1902  reduced  to  $937,- 
000,000.  In  1911  owing  to  the  cost  of  building  the  Panama 
Canal  it  had  increased  to  $1,348,000,000. 
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Debts  of  New  Countries  Due  to  Development. 

Our  newer  countries,  however,  have  contracted  con- 
siderable debts,  not  for  wars,  but  for  the  building  of  rail- 
ways, canals,  and  for  the  improvement  of  transportation 
generally.  Of  our  net  national  debt,  which  was  $340,000,- 
000  in  1912,  $205,000,000  had  been  spent  on  our  system  of 
transportation — for  Government  canals  and  railways,  be- 
sides $154,000,000  for  Government  aid  to  private  railways. 
Thus  our  total  net  debt  is  less  than  the  amount  which  the 
public  has  expended  on  the  improvement  of  our  transpor- 
tation system. 

Of  Australia  almost  as  much  may  be  said.  Of  its  total 
debt  of  $1,360,000,000,  government  owned  railways  alone 
account  for  $730,000,000.  The  Indian  debt  of  $825,000,- 
000  is  also  very  largely  a  debt  incurred  for  railways,  reser- 
voirs, and  such  other  remunerative  investments.  In  fact, 
in  a  young  nation,  where  the  people  are  poor,  it  is  only 
the  G-overnment  that  can  borrow  the  enormous  sums 
needed  for  developing  the  country. 

English  Method  of  Paying  Off  Debt. 

A  State  should  generally  aim  at  paying  off  its  public 
debt  in  ordinary  times.  The  English  method  of  doing  this, 
which  is  probably  the  best,  is  by  setting  apart  an  annual 
sum  of  at  present  £24,500,000  for  the  debt  service.  About 
£17,000,000  of  this  amount  goes  for  interest  and  the  other 
£7,500,000  is  expended  in  buying  up  and  retiring  Govern- 
ment bonds.  As  the  debt  is  reduced  the  amount  necessary 
to  meet  the  interest  decreases,  and  that  which  can  be  used 
for  paying  off  principal  increases. 

Conversion  of  Debt. 

Another  mode  of  lightening  the  pressure  of  debt  upon 
a  country  is  called  ''converting"  the  debt.  Suppose,  for 
instance  that  Canada  had  borrowed  $50,000,000  in  Lon- 
don thirty  years  ago  when  the  average  rate  of  interest 
was,  say  5%,  we  would  have  had  to  pay  $2,500,000  an- 
nually  in   interest.     Then  suppose   that   money   became 
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cheaper  in  the  London  market,  and  was  worth  only  4%. 
When  the  principal  fell  due,  we  could  go  to  those  who 
held  our  bonds  and  tell  them  that  if  they  did  not  accept 
4%  instead  of  5%  we  would  pay  them  the  principal,  rais- 
ing a  ncAV  loan  for  this  purpose.  In  time  we  might  ''con- 
vert" this  $50,000,000  at  4%  to  3i%  or  3%  stock  by  watch- 
ing the  time  for  a  favourable  money  market.  Naturally, 
if  we  tried  to  float  such  a  loan  at  a  reduced  rate  when 
money  was  in  keen  demand,  we  should  be  unable  to  do 
so,  and  should  lose  money  on  the  deal,  besides  giving  a 
shock  to  our  national  credit,  both  public  and  private, 
which  would  be  of  the  gravest  national  concern,  as  may 
be  gathered  from  the  simple  fact  that  in  1913  we  borrowed 
$280,000,000  (including  public  and  corporation  borrow- 
ings) in  foreign  money  markets.  Nearly  all  loans  now 
contain  a  guarantee  that  no  conversion  will  be  attempted 
for  a  certain  number  of  years. 

CONCLUSION 

We  have  now  arrived  at  the  end  of  our  course.  The 
writer  does  not  wish  to  claim  for  his  treatment  of  the 
subject  final  authority,  nor  does  he  profess  to  have  ini- 
tiated the  student  into  the  deepest  mysteries  of  the  science, 
many  of  which  are  still  a  matter  of  the  keenest  contro- 
versy among  expert  economists  who  are  devoting  their 
whole  lives  to  Political  Economy  or  more  often  to  some 
particular  aspect  of  it. 

He  does  believe,  however,  that  the  course  constitutes  a 
simple  and  direct  statement  of  the  leading  doctrines  of 
the  subject,  illustrated  from  Canadian  sources  and  based 
upon  Canadian  conditions — a  union  of  the  concrete  and 
national  with  the  abstract  and  universal,  which  will  give 
the  best  results,  particularly  in  the  case  of  the  student 
who  is  not  already  trained  in  the  difficult  art  of  abstract 
thinking.  He  trusts  that  the  students  who  have  passed 
through  the  course  will  have  acquired  not  only  a  know- 
ledge of  but  an  abiding  interest  in  the  great  principles 
which  govern  economic  life,  as  well  as  the  ability  to  apply 
these  principles  in  the  actual  problems  of  business. 
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EXAMINATION    QUESTIONS 

ECONOMICS. 

LESSON  XX. 

1.  Why  are  ' '  economic ' '  revenues  usually  comparatively 
unimportant? 

2.  Define  a  ''tax."  How  are  taxes  classified,  and  what 
is  implied  by  the  classification  adopted? 

3.  What  is  meant  by  Proportional  Taxation  ?  Should  it 
be  enforced  on  all  citizens  alike? 

4.  What  is  Progressive  Taxation?  Give  an  example. 

5.  Why,  under  the  British  income  tax,  are  earned  in- 
comes taxed  at  a  lower  rate  than  unearned? 

6.  How  are  taxes  in  Canada  divided  between  the  Fed- 
eral and  Provincial  Governments? 

7.  What  general  system  of  taxation  is  usually  consid- 
ered the  best? 

8.  What  are  the  conditions  of  a  good  tax,  according  to 
Adam  Smith?  What  further  conditions  have  been 
added  by  more  recent  writers? 

9.  What  are  the  chief  objections  to  customs  duties  as 
the  main  source  of  revenue? 

10.  What  is  meant  by  ''succession  duties"?  Discuss 
their  advisability. 

11.  Describe  the  real  property  tax.  Why  do  the  Western 
provinces  tend  to  favour  the  exemption  of  improve- 
ments from  taxation? 

12.  Describe  the  municipal  income  tax.  Why  was  it  in- 
troduced, and  what  are  its  chief  defects? 

13.  What  is  meant  by  a  public  debt  ?  For  what  purposes 
does  the  State  borrow  money  in  old  countries?  in 
new  countries? 

14.  How  may  debt  be  paid  off  or  the  burden  of  interest 
reduced  ? 
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